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NOTICE OF PROPOSED AMENDMENT OF THE 
STATEMENT OF POLICY WITH RESPECT TO THE USE, 
FORM AND CONTENT OF SALES LITERATURE EM- 
PLOYED IN THE SALE OF VARIABLE ANNUITY 
CONTRACTS BY REGISTERED INVESTMENT COM- 
PANIES 


(File No. $7-530) 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has under consideration a proposed 
amendment of the Statement of Policy adopted by the 
Commission August 11, 1950 and amended January 31, 
1955 and November 5, 1957. The amendment to the 
Statement of Policy would permit investment companies 
issuing variable annuity contracts to employ standardized 
illustrations based on hypothetical investment results in 
sales literature and prospectuses. 


The Statement of Policy sets forth the respects in which 
the Commission considers that literature used in connec- 
tion with the sale of investment company shares may be 
misleading and violate the standards of the securities acts 
which, generally speaking, provide that it shall be unlawful 
to offer or sell securities by means of any untrue statement 
or omission of a material fact or by any fraudulent or de- 
ceitful practice or device. 


For a number of years and most recently at the Hearings 
on Mutual Fund Distribution and the Potential Impact of 
the Repeal of Section 22(d) held in 1973, representatives 
of the life insurance industry have maintained that the 
purposes for which the variable annuity contract is offered 
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and its special characteristics are best portrayed by sales 
literature illustrating results based on hypothetical invest- 
ment returns. Heretofore, illustrations based on hypothe- 
tical investment results have not been permitted by the 
Statement of Policy. 1/ 


The Proposed Amendment 


An investor considering the purchase of a variable annuity 
contract must consider not only the complex investment 
considerations involved in the purchase of a regular annuity 
but also must take into account how long-term investment 
results may affect future annuity payments. Properly con- 
structed illustrations can provide the best method for por- 
traying the operation and unique characteristics of a vari- 
able annuity and how sales, administrative, and other 
charges affect variable annuity investment returns: Such 
illustrations can also provide a basis for comparing poten- 
tial costs and benefits with those of contracts offered by 
the same or other issuers. 


The Commission has determined to propose an amendment 
to the Statement of Policy to establish standards with re- 
spect to the use of illustrations of variable annuity con- 
tracts based on hypothetical investment results. The pro- 
posed amendment takes the form of a new paragraph(s) of 
the Statement of Policy which is appended to this release 
and includes sample tables and a chart. Under the amend- 
ment, redemption values and annuity payments shown in 
the tables of permissible illustrations must be based solely 
on hypothetical investment returns of 0%, 4%, and 8%, 
compounded continuously, after any deductions for insur- 
ance company taxes but before all other charges and deduc- 
tions. Redemption values and annuity payments must be 
shown at specified points in time and at no other times. 
Along with the standardized illustration, the proposal 
would also permit an illustration tailored in certain respects 
to the circumstances of a particular prospect. 


To achieve greater investor understanding of how charges 
affect investment returns and to permit those investors 

who are so inclined to make more meaningful and complete 
comparisons of different contracts, during the accumulation 
or pay-in period of a deferred annuity the proposal requires 
that the “effective rate of return” be shown alongside each 
redemption value. The difference between the hypotheti- 
cal return and the effective rate of return indicates the com- 
bined effect of all charges (except taxes) on the investment 
return. 


However, unlike the situation in the accumulation or pay-in 
period, for the annuity payout period neither a simple list- 
ing of annuity payments in dollars based on hypothetical 
investment results of 0%, 4%, and 8% nor effective rates of 
return realized by an individual would provide a single 
number which facilitates an accurate comparison of costs. 
The return an individual would receive will depend upon 
how long he lives. Since a prospective purchaser does not 
know how long he will live, he may want to know which 
contract would provide the greatest return for an “average 
person”. Such a comparison can be based on the experience 
of a large group of purchasers who are assumed to live 
according to a standardized mortality table for annuitants. 
Therefore, the proposal requires that the “effective group 
return” for the pyaout period be shown. 
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In addition, in order to focus investor attention on the 
basic annuity trade-off, the proposed amendment would 
require an issuer to include a chart based upon hypothe- 
tical investment returns of 0%, 4%, and 8% showing how 
long an investor would have to live to receive aggregate an- 
nuity payments which would be the equivalent of various 
effective rates of return. The Commission is aware that this 
chart presents significantly different information than that 
which has traditionally been included in the sales literature 
and prospectuses of variable annuities. Therefore, it is par- 
ticularly interested in receiving comments with respect to 
requiring such disclosure as part of any hypothetical illus- 
tration. 


Comment Requested on Other Possibilities 
Requiring Illustrations in Variable Annuity Prospectuses 


The Commission is also considering requiring prospectuses 
for variable annuity contracts to include standardized illus- 
trations as set forth in this amendment in order to facilitate 
contract comparisons and to further the statutory objec- 
tives of full and fair disclosure, and therefore requests com- 
ment on this possibility. 


Use of I/lustrations by Other Investment Companies 


The Commission also has under consideration allowing or 
requiring other investment companies, including mutual 
funds, to use illustrations based on hypothetical invest- 
ment results and would like to obtain views and comments 
of interested persons thereon including what the form and 
content of such illustrations might be. 2/ 


* * * 


Several issuers of variable annuity contracts have expressed 
interest in using illustrations as early as possible. However, 
until an amendment to the Statement of Policy is adopted 
in final form, the Commission will adhere to its previously 
announced position that no hypothetical illustrations may 
be used in sales literature or prospectuses of any invest- 
ment companies. 


All interested persons are invited to submit their views 
and comments on the above proposal, in writing to George 
A. Fitzsimmons, Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549, on or before September 
30, 1974. All such communications in this regard would 
refer to File No. S7-530 and will be available for public 
inspection in the Commission’s Public Reference Room, 
Room 6101, 1100 L Street, N. W., Washington, D. C. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The Statement of Policy (as amended November 5, 
1957) states in paragraph (b)(2) that it will be considered 
materially misleading hereafter for sales literature: “to 
represent or imply an assurance that an investor will re- 
ceive a stable, continuous, dependable, or liberal return or 
that he will receive any specified rate or rates of return;” 
and in paragraph (c), “to represent or imply that an in- 
vestor’s capital will increase or that the purchase of invest- 
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ment company shares involves a preservation of original 
capital and a protection against a loss in value.” 


2/ The appropriateness of illustrations for variable life in- 
surance is being considered separately in connection with 
the whole question of the adequacy of disclosure in vari- 
able life insurance registration statements. 


PROPOSED AMENDMENT TO THE STATEMENT OF 
POLICY 


It will be considered materially misleading hereafter for 
sales literature — 


* * * 


(s) With respect to any variable annuity contract, to use any 
illustration based on hypothetical investment results which 
is inaccurate in factual detail or tends to create a false or 
misleading impression as to any material aspect: of the vari- 
able annuity contract or the hypothetical nature of the 
illustration. Illustrations which conform to the ““Approved 
Illustrations,”’ described below, samples of which are set 
forth in the Appendix, will not be regarded as materially 
false and misleading in the absence of facts or circumstances 
which make such illustrations or their use in fact, false and 
misleading in a particular case. 


(1) Approved illustrations of variable annuity contracts 
should contain the foliowing: 


(i) Issue age and sex of the prospective contract purchaser; 


(ii) The amount, frequency, and the total of periodic pur- 
chase payments, or the amount of the single purchase pay- 
ment; 


(iii) A statement that the purchase payments set forth in 
the illustration are assumed to be the amounts remaining 
after deductions for state premium taxes and a reference 
to relevant prospectus disclosure of such premium taxes; 


(iv) The total deductions from purchase payments and a 
reference to the prospectus for the details of these deduc- 
tions; 


(v) The daily charge at an annual rate against the assets of 
the separate account and a statement that this charge does 
not include deductions for insurance company taxes; 


(vi) A statement stating how the daily charge against the 
asset of the separate account, used in constructing the illus- 
tration, might vary in the future and a reference to relevant 
prospectus disclosure; 


(vii) The redemption charge, if any, during the accumula- 
tion period expressed as a percentage of the value of the 
accumulation account; 


(viii) Age at commencement of annuity payments for a de- 
ferred annuity; 


(ix) The annuity payout option; 


(x) The annuity purchase rate for a deferred annuity or the 


first monthly annuity payment for an immediate annuity; 





and 
(xi) The assumed interest rate of the contract. 


(2) Approved illustrations of the accumulation period of a 
deferred variable annuity contract should contain the 
following: 


(i) Astatement that the illustrations assume the separate 
account earns hypothetical investment returns of 0%, 4%, 
and 8%, compounded continuously, after any deductions 
from the separate account for insurance company taxes but 
before all other charges and deductions; 


(ii) A statement in bold face type making clear that: 


A. The redemption values and annuity payments shown 
in the tables are based on hypothetical investment returns; 


B. The hypothetical investment returns bear no relation- 
ship to past or prospective investment experience and 
should not be considered a projection of the actual invest- 
ment results which would be realized by the purchaser of a 
contract; 


C. The actual investment experience of the separate ac- 
count, which varies from day to day, may be more or less 
on an annual basis than the hypothetical rates of investment 
return shown. Accordingly, the accumulation or redemp- 
tion value before retirement and the amount of each month- 
ly variable annuity payment after retirement will vary to 
reflect investment results; and 


D. No investment result is guaranteed and redemption 
values or annuity payments could be less than shown under 
0%. 


(iii) A tabular presentation listing total purchase payments, 
hypothetical redemption values, and effective rates of re- 
turn at the end of the 2d, 5th, and 10th years, and every 
10th year thereafter (and at the end of the accumulation 
period if not a multiple of 10 years) based on hypothetical 
investment returns of 0%, 4%, and 8% in that order; 


(iv) A statement that the “effective rate of return”’ is the 
return realized by an individual during the accumulation 
period and that the difference between the hypothetical 
investment return and the effective rate of return indicates 
the combined effect of all charges (except taxes) on the 
investment return; 


(v) A statement that the “effective rates of return” dur- 
ing the accumulation period do not take into account the 
value to the purchaser of the minimum death benefit or 
the mortality and expense guarantees, which should be con- 
sidered when making this type of investment; and 


(vi) A statement, if appropriate, that the minimum death 
benefit is the return of purchase payments if they should 
be greater than the redemption value at the time of the 
contractholder’s death during the accumulation period. 


(3) Approved illustrations of the annuity payout period of 
a variable annuity contract should contain the following: 
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(i) If the contract is an immediate annuity, the text of the 
illustration should contain the information called for by 
items (2)(i) and (2)(ii) above; 


(ii) A tabular presentation listing the first, 60th, 120th, 
180th and 240th monthly annuity payments, based on 
hypothetical investment returns of 0%, 4%, and 8% in that 
order; 


(iii) A tabular presentation of the rates of return realized 
by a large group of purchasers over the annuity payout 
period based on hypothetical investment returns of 0%, 4%, 
and 8%; 


(iv) A statement that the rate of return realized by a large 
group does not indicate the return that any one individual 
receives; instead it provides a means of measuring charges 
during the annuity payout period from the point of view 
of an “‘average”’ person. 


(v) A chart expressing as effective rates of return the aggre- 
gate annuity payments which would be received by an in- 
dividual, assuming various lifespans, and a discussion which 
indicates how the following information could be obtained 
using the chart. 


A. What effective rate of return the aggregate annuity pay- 
ments received by an individual would represent, assuming 
he dies at the end of a given year; 


B. How long an investor would have to live in order to re- 
ceive a given effective rate of return; and 


C. How long an investor would have to live in order to re- 
ceive annuity payments totaling the annuity purchase 
amount. 


(4) An approved illustration may be tailored to the cir- 
cumstances of a particular prospective purchaser to the 
extent that his actual age, contemplated purchase payment 
level, intended retirement age, type of annuity selected and 
the assumed interest rate selected may be used. However, 
if an investor receives a tailored illustration, he must also 
receive non-tailored illustrations of the results for male and 
female lives for a deferred periodic payment contract and 
for a single payment immediate contract (which could be 
contained in the prospectus). In addition to the general 
requirements for illustration listed in items (1), (2) and (3) 
above, the non-tailored illustrations should be standardized 
as follows: 


(i) For a periodic deferred contract, the issue age should 
be 45, with purchase payments of $50 per month over a 20 
year accumulation period, and with annuity payments com- 
mencing at age 65 for a period of ten years certain and life 
thereafter; 


(ii) For a single payment immediate contract, the issue age 
should be 65 with a purchase payment of $10,000 and 
annuity payments for ten years certain and life thereafter. 


(5) The tabular portion of any approved illustration should 
be limited to that which is prescribed in items (2) (iii), (3) 
(ii), and (3) (iii) of this section. 
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(6) If the approved illustration is not contained in a cur- 
rent prospectus, it should be accompanied or preceded by 
a current prospectus and should so state. 


(7) The text, detail and arrangement of an approved illus- 
tration should be substantially as shown in Sample IIlustra- 
tions A and B in the Appendix, whichever is applicable. In 
addition, a chart expressing as effective rates of return the 
aggregate annuity payments which would be received by an 
individual, assuming various lifespans, and a discussion of 
it should be included. A sample chart and a question and 
answer discussion of it are contained in Sample Illustration 
C. The questions and answers are merely one form of ex- 
plaining the material contained in the chart; other forms of 
explanations are also permissible. 


(8) For the purpose of this paragraph(s), the following 
definitions apply: 


(i) Total Deductions from Purchase Payments refers to the 
total dollar amount of all deductions from purchase pay- 
ments during the accumulation period of a deferred annuity, 
or at the time of purchase of an immediate annuity. For 
purposes of this definition the total deductions from pur- 
chase payments includes any other charges against individ- 
ual contracts (except withdrawal charges and daily charges 
against the assets of the separate account) such as constant 
annual charges for administrative expenses assessed through 
an annual liquidation of accumulation units. The purchase 
payments are assumed to be the amounts remaining after 
any deductions for state premium .taxes; consequently, the 
total deductions from purchase pyaments do not include 
deductions for premium taxes. 


(ii) Deductions from the Separate Account for Insurance 
Company Taxes means any charges against (or possibly 
credits to) the separate account under the provision for 
the federal income tax liabilities of the insurance company, 
including any such tax charges expressed as a constant per- 
centage of assets. 


(iii) Daily Charge at an Annual Rate Against the Assets of 
the Separate Account: The daily percentage charge 
against the assets of the separate account is found as the 
ratio of the total of all charges deducted during the day 
from the separate account and/or any affiliated, underlying 
fund (excluding deductions from the separate account for 
insurance company taxes) to the value of the assets of the 
separate account which represent total variable annuity 
policy reserves. These daily percentage charges are expressed 
in terms of an average annual rate by taking their sum over 
the past three years or the life of the separate account, if 
shorter, and dividing by the number of years covered. The 
resulting figure for the average charge, when expressed as 

a decimal fraction should be accurate to at least four deci- 
mal places. If the formula specifying the annual asset 
charge for the contract has changed, the average daily 
charge against the separate account should be determined 
as if the current formula was in effect over the past three 
years. 





(iv) Net Investment Return means the investment return 
of the separate account after any deductions from the 
separate account for insurance company taxes and after 


































the daily charge against the assets of the separate account. 
It represents the return on an accumulation unit. 


(v) Minimum Death Benefit means the return of purchase 
payments if they should be greater than the redemption 
value of contract at the time of the contractholder’s death 
during the accumulation period. 


(vi) Annuity Payout Option refers to the types of life or 

non-life annuities available under a particular variable an- 

nuity contract or under different contracts offered by the 
same issuer. 


(vii) Annuity Purchase Amount refers to the final value of 
the accumulation account for a deferred annuity or the 
total purchase price of an immediate annuity. 


(viii) Annuity Purchase Rate refers to the amount of the 
first monthly annuity payment per $1,000 of the final 
value of the accumulation account for a deferred variable 
annuity. 


(ix) Assumed Interest Rate refers to the constant net invest- 


ment return which the separate account would have to earn 
in order for the annuity payments to remain constant, at 
the level of the first monthly annuity payment. 


(x) Mortality Guarantee refers to the guarantee of the an- 
nuity purchase rate for a deferred variable annuity and the 
guarantee that annuity payments will continue for the life 
of the contractholder regardless of general trends in anuit- 
ant mortality. 


(xi) Expense Guarantee refers to the guarantee that deduc- 
tions for expenses will not exceed the limits stated in the 
contract. 


(xii) Hypothetical Investment Returns of 0%, 4%, and 8% 
refers to the assumption of three separate constant hypothe- 
tical investment returns for the separate account, at annual 
rates of 0%, 4%, and 8%, compounded continuously, which 
represent returns after any deductions from the separate 
account for insurance company taxes but before the daily 
charge at an annual rate against the assets of the separate 
account. 


(xiii) Hypothetical Redemption Values refers to the 
amounts an investor would receive upon redemption of his 
account during the accumulation period, assuming the 
separate account earns a net investment return equal to the 
hypothetical gross investment return of 0%, 4%, or 8% 
minus the daily charge at an annual rate against the assets 
of the separate account, and assuming the purchase pay- 
ments are reduced by all applicable charges and deductions. 


(xiv) Hypothetical Annuity Payments refers to the annuity 
payments which a contractholder would receive assuming 
the separate account earns a net investment return equal to 
the hypothetical gross investment return of 0%, 4%, or 8% 
minus the daily charge at an annual rate against the assets 
of the separate account. The annuity payments for a defer- 
red variable annuity are based on the final value of the 
accumulation account assuming the same hypothetical 
investment return for the accumulation period. The annuity 
payments for an immediate annuity are based on the single 





purchase payment, reduced by all applicable charges and 
deductions. 


(xv) Effective Rate of Return Realized by an Individual 
Over a Specified Holding Period During the Accumulation 
Period means‘the return, expressed in terms of a continu- 
ously compounded rate, that the purchase payments dur- 
ing the specified holding period would have to earn in 
order to provide the hypothetical redemption value at the 
end of the holding period. The difference between the 
effective rate of return and the hypothetical investment 
return indicates the combined effect of all charges and de- 
ductions on the hypothetical investment return (except 
taxes). 


(xvi) Rate of Return Realized by a Large Group over the 
Annuity Payout Period means the return, expressed in 
terms of a continuously compounded rate, that the aggre- 
gate annuity purchase amount paid by all the members of 
the group would have to earn in order to provide the hypo- 
thetical monthly annuity payments to each member of the 
group according to the terms of the contract, assuming the 
group members live and die according to the 1971 Individ- 
ual Annuity Mortality Table, which is contained in the 
“Transactions of the Society of Actuaries” Volume XXIII, 
pp. 475-550. 


(xvii) Aggregate Annuity Payments which Would be Re- 
ceived by an Individual, Assuming He Dies at a Specified 
Age, Expressed as an Effective Rate of Return means the 
return, in terms of a continuously compounded rate, that 
the annuity purchase amount paid by the contractholder 
would have to earn in order to provide him (or his heirs) 
with the hypothetical annuity payments according to the 
terms of the contract, assuming he dies at the specified 

age. This computation assumes the annuity payments repre- 
sent a return of both principal and investment earnings and 
should be distinguished fron: the interest or dividend yield 
which does not include a return of principal. For a non-life 
annuity providing variable installments over a fixed number 
of years, the rate of return realized by an individual con- 
tractholder will not be affected by the date of his death 
since he or his heirs will always receive the variable install- 
ment payments over the fixed number of years. 


(xviii) A Chart Expressing as Effective Rates of Return 

the Aggregate Annuity Payments which Would be Received 
by an Individual, Assuming Various Lifespans refers to a 
chart of effective rates of return based on the aggregate 
annuity payments which an individual would receive, 
plotted on a continuous basis, for each possible age at death 
after commencement of the annuity until age 95. For a 
straight life annuity, rates of return of less than -15% should 
not be portrayed. For a non-life annuity providing variable 
installments over a fixed number of years, this chart should 
be replaced by a table listing the three rates of return 
realized by an individual over the entire, fixed payout per- 
iod, based on the three hypothetical investment returns of 
0%, 4%, and 8%. 


The proposed additions to the Appendix of the Statement 
of Policy are as follows: 


Sample Illustration A 
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SAMPLE ILLUSTRATION OF A DEFERRED PERIODIC 
PAYMENT VARIABLE ANNUITY, BASED ON HYPO- 
THETICAL INVESTMENT EXPERIENCE 


GENERAL DESCRIPTION OF THE CONTRACT 
Accumulation or Pay-in Period 


The illustration portrays a deferred variable annuity, issued 
at age 45, with purchase payments of $50 per month over 
a 20 year accumulation period. Purchase payments total 
$12,000. For simplicity, the $50 monthly purchase pay- 
ment is assumed to be the amount remaining after any de- 
ductions for State premium taxes. 1/ The $50 purchase 
payments are subject to various deductions for sales and 
administrative expenses. 2/ For this contract, these deduc- 
tions total $1,380 over the 20 year accumulation period. 


The investment results achieved by the managers of the 
separate account are reduced by deductions for insurance 
company taxes and by a daily charge at the annual rate of 
1.00% against the assets of the separate account for invest- 
ment management and mortality and expense risks. 3/The 
investment return of the separate account after any tax de- 
ductions and the 1.00% asset charge is the “net investment 
return.” 


The redemption value of the contract during the accumula- 
tion period is equal to the net amount invested (after all 
deductions from purchase payments) accumulated at the 
net investment return of the separate account. There are no 
redemption charges. 


Annuity Payout Period 


The final value of the accumulation account is applied to 
purchase a life annuity, commencing at age 65 for a period 
of 10 years certain and life thereafter. 


The first monthly annuity payment, per $1,000 of the final 
value of the accumulation account is given by the terms of 
the contract, and is $6.44 per $1,000 for a male age 65, 
and $5.66 per $1,000 for a female age 65. These first 
monthly annuity payments are based, in part, on the “‘as- 
sumed interest rate” of the contract which is 3.5%. 


Subsequent monthly annuity payments will vary depend- 


ing on the investment experience of the separate account. If 
the net investment return should be equal to the “assumed 


(Sample Table A-1) 





interest rate’ of 3.5%, the subsequent monthly annuity pay- 
ments would remain constant, at the level of the first month- 
ly annuity payment. If the net investment return exceeds 
the assumed interest rate, monthly annuity payments would 
increase; they would decrease if the net investment return 
were less than the assumed interest rate. 


ILLUSTRATION OF THE CONTRACT DESCRIBED 
ABOVE, BASED ON HYPOTHETICAL INVESTMENT 
EXPERIENCE 


In order to more clearly portray the operation of the defer- 
red variable annuity contract described above, redemption 
values and annuity payments are illustrated below, assum- 
ing the separate account earns a hypothetical investment 
return of 0%, 4%, and 8% compounded continuously, after 
any deductions from the separate account for insurance 
company taxes, 4/ but before all other charges and 


deductions. 


THE ILLUSTRATIONS ARE NOT INTENDED TO PRO- 
VIDE AN ESTIMATE OF ACTUAL OR EXPECTED 
FUTURE ANNUITY PAYMENTS OR REDEMPTION 
VALUES. THESE WILL VARY WITH ACTUAL INVEST- 
MENT EXPERIENCE WHICH DEPENDS, IN PART, ON 
THE INVESTMENT OBJECTIVES AND POLICIES OF 
THE SEPARATE ACCOUNT AS ARE SET FORTH IN 
THE CURRENT PROSPECTUS. THE ACTUAL INVEST- 
MENT EXPERIENCE OF THE SEPARATE ACCOUNT 
MAY VARY FROM DAY TO DAY AND MAY BE MORE 
OR LESS ON AN ANNUAL BASIS THAN THE HYPO- 
THETICAL RATES OF INVESTMENT RETURN 
SHOWN. NO INVESTMENT RESULT IS GUARANTEED 
AND REDEMPTION VALUES OR ANNUITY PAYMENTS 
COULD BE LESS THAN SHOWN UNDER 0%. 


The hypothetical results for the accumulation and annuity 
payment periods are illustrated separately and are presented 
in tabular form. 


Accumulation Period 


The table, below, lists the redemption values at the ends of 
the 2d, 5th, 10th, and 20th years, for each of the hypothe- 
tical investment returns. Because of the various charges and 
deductions, an investor who surrenders his contract would 
not receive the full 0, 4, or 8% hypothetical investment re- 
turn. Instead, he would receive the “effective rate of re- 
turn’ shown in the table. The difference between the hypo- 
thetical return and the effective rate of return indicates the 
combined effect of all charges (except taxes) on the invest- 
ment return. 





0% HYPOTHETICAL RETURN 4% HYPOTHETICAL RETURN 8% HYPOTHETICAL RETURN 
TOTAL 5/ EFFECTIVE EFFECTIVE EFFECTIVE 
HOLDING PURCHASE REDEMPTION RATE OF REDEMPTION RATE OF REDEMPTION RATE OF 
PERIOD PAYMENTS VALUE RETURN 6/ VALUE RETURN VALUE RETURN 
2 years $ 1,200 $1,051 -13.01% $ 1,096 8.81% $ 1,144 4.61% 
5 years 3,000 2,588 -5.96% 2,869 -1.77% 3,190 2.40% 
10 years 6,000 5,049 -3.52% 6,201 -65% 7,717 4.80% 
20 years 12,000 9,615 -2.29% 14,567 1.87% 23,249 6.00% 





652/SEC DOCKET 

















—o o& am J , 


ao -« 


<= 




















Annuity Payout Period 





The table, below, lists the first monthly annuity payment 
at age 65 based on the final value of the accumulation 
account, and subsequent monthly annuity payments at 
ages 70, 75, 80, and 85, for male and female lives, assum- 
ing the same hypothetical investment return, reduced by 
the 1.00% annual asset charge, continues throughout the 
annuity payout period. 


(Sample Table A-2) 


0% HYPOTHETI- 4% HYPOTHETI- 8% HYPOTHETI- 





CALRETURN CALRETURN CAL RETURN 
FEMALE MALE FEMALEMALE FEMALE MALE 
AGE LIFE LIFE LIFE LIFE LIFE LIFE 
65 $54 $62 $82 $94 $132 $150 
70 «44 50 81 92 156 178 
75 35 40 79 90 187 212 
80 28 32 77 88 223 254 
8 23 26 75 86 266 303 


The return which any one individual realizes during the an- 
nuity payout period will depend on the entire series of 
annuity payments which he receives. A precise comparison 
of two series of annuity payments is difficult because the 
payments vary and because of differences in assumed inter- 
est rates. One series may have a higher initial payment but 
lower subsequent payments than another series. The com- 
parison is further complicated because the payments any 
one individual receives depends on how long he lives. How- 
ever, the experience of large groups of purchasers permits 
an overall comparison of two series of annuity payments 
from the point of view of an “average” person. Stating the 
rate of return realized by a large group also isolates costs 
(except taxes) from other contract features such as the 
assumed interest rate. 


The following table lists the rates of return realized by a 
large standardized group for the deferred variable annuity 
illustrated above. 

(Sample Table A-3) 


0% HYPOTHETI- 
CAL RETURN 


4% HYPOTHETI- 
CAL RETURN 


8% HYPOTHETI- 
CAL RETURN 


FEMALE MALE 
LIFE LIFE 


FEMALE MALE 
LIFE LIFE 


FEMALE MALE 
LIFE LIFE 





-1,.2% -.8% 2.8% 3.2% 6.7% 7.1% 


(If not contained in a current prospectus, this illustration 
must be accompanied by a current prospectus.) 


1/ No numerical effect in the illustration has been given to 
State premium taxes, if applicable. Such taxes vary from 
state to state in both amount and point in time assessed. 
Premium taxes could reduce the number of dollars available 
for investment in the separate account or the number of 
dollars upon which the initial annuity payment is based. 

of the current prospectus for more details. 


See pages 


2/ Deductions from purchase payments are set forth on 
4 Pages of the current prospectus. 









3/ The daily charge against the assets of the separate 
account will not exceed 1.00% on an annual basis as pro- 
vided under the expense guarantee of the contract. See pp. 
of the current prospectus for the details of the expense 
guarantee. The mortality guarantee covers the guarantee 
of the annuity purchase rate at retirement. 


4/ \Insurance company tax liability related to investment 
experience of the separate account can, over a period of 
time, significantly affect contract values but has been 
given no numerical effect in the illustration. See the cur- 
rent prospectus for the tax status of the separate account 
and how taxes are charged. 


5/ During the accumulation period, the minimum death 
benefit is the return of all purchase payments if they should 
be greater than the redemption value. 


6/ Effective rates of return during the accumulation period 
do not take into account the value to the purchaser of the 
minimum death benefit, or the expense or annuity pur- 
chase rate guarantees, which should be considered when 
making this type of investment. 


Sample Illustration B 


SAMPLE ILLUSTRATION OF A SINGLE PAYMENT 
IMMEDIATE VARIABLE ANNUITY, BASED ON HYPO- 
THETICAL INVESTMENT EXPERIENCE 


General Description of the Contract 


The i!lustration portrays a single payment immediate vari- 
able annuity, issued at age 65, with annuity payments for 
a period of 10 years certain and life thereafter. Out of 

the total purchase payment of $10,000, the amount de- 
ducted for sales and administrative expense is $737.50, 1/ 
leaving a net amount invested of $9,262.50. 2/ This invest- 
ment results in a first monthly payment of $61.80 for a 
male life and $55.70 for a female life. The first monthly 
annuity payments are based, in part, on the assumed inter- 
est rate of the contract, which is 3.5%. 


Subsequent annuity payments will vary depending on the 
investment experience of the separate account. The invest- 
ment results achieved by the managers of the separate 
account are reduced by deductions for insurance company 
taxes and by a daily charge at the annual rate of 1.00% 
against the assets of the separate account for investment 
management and mortality expense risks. 3/ The investment 
return of the separate account after any tax deductions and 
the 1.00% asset charge is the “net investment return.” 


If the net investment return should be equal to the “‘as- 
sumed interest rate” of 3.5%, subsequent monthly annuity 
payments would remain constant at the level of the first 
monthly annuity payment. If the net investment return 
exceeds the assumed interest rate, monthly annuity pay- 
ments would increase; they would decrease if the net invest- 
ment return were less than the assumed interest rate. 


Illustration of the Contract Described Above, Based on 
Hypothetical Investment Experience 





In order to more clearly portray the operation of the 
single payment immediate variable annuity contract 
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described above, annuity payments are illustrated below, 
assuming the separate account earns hypothetical invest- 
ment returns of 0%, 4%, and 8% compounded continuously, 
after any deductions from the separate account for insur- 
ance company taxes, 4/ but before all other charges and de- 
ductions. 


THE ILLUSTRATIONS ARE NOT INTENDED TO PRO- 
VIDE AN ESTIMATE OF ACTUAL OR EXPECTED 
FUTURE ANNUITY PAYMENTS. THESE WILL VARY 
WITH ACTUAL INVESTMENT EXPERIENCE WHICH 
DEPENDS, IN PART, ON THE INVESTMENT OBJEC- 
TIVES AND POLICIES OF THE SEPARATE ACCOUNT 
AS ARE SET FORTH IN THE CURRENT PROSPECTUS. 
THE ACTUAL INVESTMENT EXPERIENCE OF THE 
SEPARATE ACCOUNT MAY VARY FROM DAY TO 
DAY AND MAY BE MORE OR LESS ON AN ANNUAL 
BASIS THAN THE HYPOTHETICAL RATES OF INVEST- 
MENT RETURN SHOWN. NO INVESTMENT RESULT 
IS GUARANTEED AND ANNUITY PAYMENTS COULD 
BE LESS THAN SHOWN UNDER 0%. 


The table, illustrated below, lists the first monthly annuity 
payment at age 65, and the subsequent monthly annuity 
payments at ages 70, 75, 80, and 85 for male and female 
lives for a $10,000 immediate variable annuity for each of 
the hypothetical investment returns. 


(Sample Table B-1) 





0% HYPOTHETI- 4% HYPOTHETI- 8% HYPOTHETI- 

CAL RETURN CAL RETURN CAL RETURN 

FEMALE MALE FEMALEMALE FEMALE MALE 
AGE LIFE LIFE LIFE LIFE LIFE LIFE 
65 $56 $62 $56 $62 $ 56 $ 62 
70 45 50 54 60 66 74 
75 36 40 53 59 79 88 
80 29 32 52 58 95 105 
85 23 25 51 57 113 125 


The return which any one individual realizes will depend on 
the entire series of annuity payments which he receives. A 
precise comparison of two series of annuity payments is 
difficult because the payments vary, and because of differ- 
ences in assumed interest rates one series may have higher 
initial payments but lower subsequent payments than 
another series. The comparison is further complicated be- 
cause the payments that any one individual receives de- 
pends on how long he lives. However, the experience of 
large groups of purchasers permits an overall comparison of 
two series of annuity payments from the point of view of 
an “‘average”’ person. Stating the rate of return realized by 
a large group also isolates costs (except taxes) from other 
contract features such as the assumed interest rate. 


The following table lists the rates of return realized by a 
large standardized group for the immediate variable annuity 
illustrated above. 







654/SEC DOCKET 








(Sample Table B-2) 


0% HYPOTHETI- 
CAL RETURN 


4% HYPOTHETI- 
CAL RETURN 


8% HYPOTHETI- 
CAL RETURN 


FEMALE MALE 
LIFE LIFE 


FEMALE MALE 
LIFE LIFE 


FEMALE MALE 
LIFE LIFE 





-1.4% -1.3% 2.5% 2.6% 6.5% 6.6% 


(If not contained in a current prospectus, this illustration 
must be accompanied or preceded by a current prospectus.) 


1/ Deductions from purchase payments are set forth on 
page of the current prospectus. 


2/ The $10,000 is assumed to be the amount remaining 
after any deductions for State premium taxes. No numeri- 
cal effect in the illustration has been givento State premium 
taxes, if applicable. Such taxes vary from state to state in 
both amount and point in time assessed. Premium taxes 
could reduce the number of dollars upon which the initial 
annuity payment is based. See pages of the current pro- 
spectus for more details. 


3/ The daily charge against the assets of the separate ac- 
count will not exceed 1.00% on an annual basis as provided 
under the expense guarantee of the contract. See pp. 

of the current prospectus for the details of the expense 
guarantee. The mortality guarantee covers the guarantee 
that annuity payments will be made for the life of the con- 
tractholder, irrespective of general trends in mortality. 


4/ \nsurance company tax liability related to the invest- 
ment experience of the separate account can, over a period 
of time, significantly affect contract values but has been 
given no numerical effect in the illustration. See page 

of the current prospectus for the tax status of the separate 
account and how taxes are charged. 


Sample Illustration C 


Chart Expressing as Effective Rates of Return the Aggre- 
gate Annuity Payments which Would Be Received by an 
Individual, Assuming Various Lifespans 


The distinguishing feature of an annuity is that it guaran- 
tees that the payments will be made for the lifetime of the 
purchaser. In making a decision to purchase a variable an- 
nuity and to receive such lifetime payments, an investor 
gives up other uses of his principal (except for any guaran- 
teed minimum number of payments provided by his con- 
tract). Anyone contemplating how he will provide for his 
retirement should understand this trade-off. Some of the 
factors to be considered include: (1) the level of income 
he requires; (2) the rate of investment return that the an- 
nuity might provide; and (3) his future life expectancy. 


Of course, the following chart cannot indicate what actual 
investment return anyone will receive or how long he will 
live, but it should provide information which will be help- 
ful in reaching an investment decision. It shows how long 
an investor would have to live to receive various effective 
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rates of return (assuming gross hypothetical returns of C, 4, 
and 85%) and therefore, it illustrates the annuity principle. 
This information can also be helpful in choosing among 
different payout options (e.g., straight life annuity v. life 
annuity with a period certain v. non-life annuity with vari- 
able payments for a specified number of years). 


(Sample Explanation for Chart C-1) 


(1) What effective rate of return would a man, age 65, re- 
ceive if he invested $10,000 in the sample immediate vari- 
able annuity and received annuity payments for 20 years 
and then died at age 85, assuming the separate account 
earns (a) a hypothetical investment return of 8%, after 
taxes but before all other deductions and charges? and, 
(b) it earns a hypothetical investment return of 4%? 


A. (a) 
(b) 


7.67% 
3.74% 


A vertical line passing through age 85 crosses the curve for 
the 8% hypothetical illustration at an effective rate of 
return of 7.67% and crosses the curve for the 4% hypothe- 
tical illustration at an effective rate of return of 3.74%. 


If the man had invested $10,000 in an investment which 
returns 7.67% per year he could have withdrawn the 
amount of the annuity payments such as are shown in the 
8% hypothetical illustration each month for 20 years. These 
withdrawals would represent a return of both the $10,000 
principal and investment earnings at the rate of 7.67% per 
year on any remaining balance. Thus, his final withdrawal 
would deplete his investment to zero at the end of the 85th 
year. However, under the variable annuity, if he lived, he 
would continue to receive his monthly payments. 


(2) What effective rate of return would a man, age 65, and 


his heirs receive if he invested $10,000 in the sample immedi- 


ate variable annuity and lived only 5 years, assuming the 
separate account earns a hypothetical investment return of 
8%? 


A.  -2.43% 


Allthough the man receives annuity payments for only 5 
years, his heirs will continue to receive annuity payments 
for 5 more years since the annuity is for ten years certain. 
Therefore, no matter when the purchaser should die during 
the first 10 years, he and his heirs would receive the same 
effective rate of return as if he lived 10 years. Thus on the 
chart, the curve for the 8% hypothetical return never falls 
below the effective rate of return for the 10th year, which 
is -2.43%. 


(3) If instead of investing $10,000 in the sample immedi- 
ate variable annuity, the man invested the $10,000 at a 
constant return of 5% and withdrew the amount of hypo- 
thetical annuity payments such as are illustrated for the 
8% hypothetical investment return, how long would it take 
before his investment was depleted? 


A. 15 years (Age 80). 


A horizontal line passing through the 5% effective rate of 
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return crosses the curve for the 8% hypothetical illustra- 
tion at age 80. Since the payments the man withdraws 
from the investment paying 5% are assumed to be the same 
as the variable annuity payments which would result if 

the separate account earned an 8% hypothetical investment 
return, he would realize the same effective rate of return 
from the variable annuity as from the alternate investment 
(assuming he dies at age 80) and this return is 5%. 


(4) If a man age 65 invested $10,000 in the sample imme- 
diate variable annuity, how long would he have to live be- 
fore he would receive annuity payments totaling $10,000, 
assuming the separate account earns a hypothetical invest- 
ment return of (a) 8% and (b) 4%? and (c) 0%? 


A. (a) Age 76 
(b) Age 79 
(c) Age 85 


When the man has received annuity payments totaling 
$10,000, he will have recovered the full amount of his 
original purchase price. This is shown in the chart as an 
effective rate of return of 0% on his investment. The 
horizontal line through an effective rate of return of 0% 
crosses the curve for the 8% hypothetical illustration at 
age 76, crosses the curve for the 4% hypothetical illustra- 
tion at age 79, and crosses the curve for the 0% hypothe- 
tical illustration at age 85. Subsequent payments, if any, 
will increase the effective rate of return on a continuous 
basis for the remainder of the man’s life. 





SECURITIES ACT OF 1933 
Release No. 5517/August 1, 1974 


See Securities Exchange Act Release No. 10938/August 1, 
1974. 





SECURITIES ACT OF 1933 
Release No. 5518/August 2, 1974 


Admin. Proc. File No. 3-4269 

In the Matter of 

SAM CLAMMER 

1225 Connecticut Avenue, N. W. 
Washington, D. C. 


Rules of Practice 
Rule 2(e) 


ORDER ACCEPTING RESIGNATION FROM COMMIS- 
SION PRACTICE 


Sam Clammer is a lawyer in Washington, D. C. A final judg- 
ment of permanent injunction was entered against him by 
the United States District Court for the District of Colum- 
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bia enjoining him from violating the Securities Act's regis- 
tration and prospectus-delivery provisions. 1/ On the basis 
of that injunction he was temporarily suspended from prac- 
tice before the Commission. 2/ Thereafter at Clammer’s re- 
quest these proceedings were instituted for the purpose of 
determining whether that suspension should be made perma- 
nent. 3/ 


The Commission has now determined to accept Clammer’s 
offer of settlement: 


(1) Tendering his resignation from practice before the Com- 
mission; 


(2) Agreeing that the term “‘practice” includes the prepara- 
tion of opinion letters to the effect that securities may be 
offered or sold without registration under the Securities 
Act; and 


(3) Further agreeing that in the event of an application for 
reinstatement he shall be foreclosed from controverting 

the Commission’s allegations against him in the aforemen- 
tioned injunctive action. 


Accordingly, 1T 1S ORDERED that the resignation of Sam 
Clammer from appearing or practicing before the Commis- 
sion be, and it hereby is, accepted; and it is further 


ORDERED that Sam Clammer shall no longer have the priv- 
ilege of so appearing or so practicing; and it is further 


ORDERED that in the event of an application for the 
vacation or the modification of this order the allegations 
made with respect to Sam Clammer in the complaint in 
Securities and Exchange Commission v. Kniffin, Civil Action 
No. 2265-72 in the United States District Court for the Dis- 
trict of Columbia, shall be deemed true and correct. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Securities and Exchange Commission v. Kniffin, Civil 
Action No. 2265-72. Clammer consented to the entry of 
the judgment without admitting or denying the allegations 
in the complaint. 


2/ See Rule 2(e)(3)(i)(A) of the Commission’s Rules of 
Practice. 


3/ See subparagraphs (ii) and (iii) of Rule 2(e)(3). 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10932/July 29, 1974 





Admin. Proc. File No. 3-4502 


In the Matter of 


TEXACO OPERATIONS (EUROPE) LTD. 
(81-141) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 12(h) OF THE ACT 


The Securities and Exchange Commission has issued an 
order granting the application of Texaco Operations (Eur- 
ope) Ltd., (“Company’’) a Delaware corporation, pursuant 
to Section 12(h) of the Securities Exchange Act of 1934, 
as amended (““Act’’) for an exemption from the provisions 
of Section 13 of the Act. 


It appeared to the Commission that the requested exemp- 
tion is not inconsistent with the public interest or protec- 
tion of investors since the trading volume in the company’s 
debentures has been relatively insignificant since their 
issuance in 1969; no trading activity has been recorded in 
the debentures since 1972; and the debentures are guaran- 
teed by and convertible into common stock of Texaco, Inc., 
a company which files reports under Section 13 of the Act. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10933/July 29, 1974 


Admin. Proc. File No. 3-4461 
In the Matter of 


GLENDALE SECURITIES CORPORATION 
66-51 Fresh Pond Road 

Ridgewood, New York 

(8-15738) 


DOLF JAMES ROMEO 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


Glendale Securities Corporation (“registrant”), a registered 
broker-dealer and a member of the National Association of 
Securities Dealers, Inc. (“NASD”), and Dolf James Romeo, 
who was president of registrant, have failed to answer the 
order that initiated these proceedings with respect to them. 
1/ On the basis of that order it is therefore found that 
during stated periods from about April 30 to May 28, 1973, 
registrant, willfully aided and abetted by Romeo, willfully 
violated: 2/ 


1. Section 15(c)(3) of the Exchange Act and Rule 15c3-1 
thereunder, in that it effected transactions when it did not 
have net capital of at least $5,000 as then required; 


2. Section 17(a) of the Exchange Act and Rules 17a-3 and 


17a-4 thereunder, in that it failed to make accurately, keep 
current and preserve certain books and records; and 
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3. Section 17(a) of the Exchange Act and Rule 17a-11 
thereunder, in that it failed to give immediate telegraphic 
notice of its net capital and recordkeeping deficiencies 
and file within the prescribed periods a financial report 
specifying the steps taken to correct the recordkeeping 
situation. 


It is also found that the United States District Court for the 
Eastern District of New York has permanently enjoined re- 
spondents from further violations of the above-mentioned 
Exchange Act provisions and rules, 3/ and that registrant is 
being liquidated under the Securities Investor Protection 
Act. 


It is further found that it is in the public interest to revoke 
registrant’s broker-dealer registration, to expel registrant 
from membership in the NASD, and to bar Romeo from 
association with any broker-dealer. 


Accordingly, IT 1S ORDERED that the broker-dealer regis- 
tration of Glendale Securities Corporation be, and it here- 
by is, revoked; that the aforesaid firm be, and it hereby is, 
expelled from membership in the National Association of 
Securities Dealers, Inc.; and that Dolf James Romeo be, and 
he hereby is, barred from being associated with any broker 
or dealer. 


This order shall not affect the trustee appointed under the 
Securities Investor Protection Act for the liquidation of 
the business of Glendale Securities Corporation in the per- 
formance of his duties. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Rule 7(e) of the Commission’s Rules of Practice provides 
that a party’s failure to file an answer as required shall be 
deemed a default and that the Commission may, in such 
circumstances, determine the proceedings against such par- 
ty upon consideration of the order for proceedings, the 
allegations of which may be deemed to be true as to such 
party. 


2/ The findings herein are not binding on any other respond- 


ent named in these proceedings. 


3/ S.E.C. v. Glendale Securities Corporation, et al., 73 
Civil Action 756. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10934/July 29, 1974 


CONTINUED PARTIAL SUSPENSION OF THE EFFEC- 
TIVENESS OF SECURITIES EXCHANGE ACT RULE 
19b-2 


The Securities and Exchange Commission today announced 
its intention to continue the partial stay of Securities Ex- 
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change Act Rule 19b-2, 17 CFR 240.19b-2, that has been 
in effect since March, 1973. Rule 19b-2 was promulgated 
on January 16, 1973, 1/ requiring all national securities 
exchanges registered with the Commission pursuant to 
Section 6 of the Securities Exchange Act 2/ to adopt rules 
requiring their members to utilize exchange membership 
to conduct a predominantly public securities business. 







Because of the pendency of appeals challenging the valid- 
ity of the Commission’s rule before the Court of Appeals 
for the Third Circuit, 3/ and the partial, limited stay of 
the rule that court granted to the PBW Stock Exchange, 
Inc. and certain of its members, the Commission announ- 
ced, 4/ on March 22, 1973, a comparable, limited, tempor- 
ary suspension of the effectiveness of Rule 19b-2 for all 
national securities exchanges with respect to those of their 
members which becarne such prior to the date of the rule’s 
adoption. 


On September 28, 1973, the Court of Appeals for the Third 
circuit granted the Commission’s motion to dismiss the pe- 
titions for review of Rule 19b-2 on the ground that the 
court lacked jurisdiction directly to review the rule. 5/ 

The court, however, stayed the issuance of its mandate 
pending the filing and ultimate disposition of a petition for 
a writ of certiorari in the Supreme Court. Such a petition 
was filed on January 21, 1974, and was denied on April 29, 
1974. 6/ 


Pursuant to Rule 41(b) of the Federal Rules of Appellate | 
Procedure, an order in lieu of mandate was issued by the 
Court of Appeals for the Third Circuit on May 7, 1974. 
All stays of the effectiveness of Rule 19b-2 theretofore 
granted by that court have terminated, therefore, as a 
matter of law. 


a 





On May 8, 1974, Connecticut Nutmeg Securities, Inc. and 
Alden A. Ives, Treasurer of the State of Connecticut, filed 
suit against the Commission and each individual Commis- 
sioner in his official capacity in the United States District 
Court for the District of Connecticut under the Adminis- 
trative Procedure and Declaratory Judgment Acts, seeking 
a declaration of the invalidity of Rule 19b-2 and an injunc- 
tion against the rule’s operation and enforcement. 7/ Simi- 
lar complaints seeking comparable relief were filed in the 
United States District Court for the Eastern District of 
Pennsylvania on May 10, 1974, by the PBW Stock Exchange, 
Inc. 8/ and on June 21, 1974, by Equity Services, Inc., 
Glicoa Associates, Inc. and Penn Mutual Securities Corpora- 
tion, three members of the PBW. 9/ 


The Commission’s determination to continue its partial sus- 
pension of the effectiveness of Rule 19b-2 during the pen- 
dency of these actions is based, in part, on the fact that 
legislation currently pending in the Congress would clarify 
and resolve most of the fundamental questions relating to 
the appropriate utilization of stock exchange membership, 
with which Rule 19b-2 is concerned. 10/ The partial sus- 
pension of the effectiveness of Rule 19b-2 will be continued 
on the same terms announced by the Commission on March 
22, 1973. 11/ In this connection, the Commission reminds 
all registered national securities exchanges that Rule 19b-2 
is fully applicable to all exchange members that became 
such on or after January 16, 1973—the date that Rule 19- 
b-2 was adopted. 
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By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See Securities Exchange Act Release No. 9950. 
2/ 15 U.S.C. 78f. 


3/ Petitions for review were filed by the PBW Stock Ex- 
change, Inc., four of its members—Connecticut Nutmeg 
Securities, Inc., Equity Services, Inc., Guardian Advisors, 
Inc., and Penn Mutual Securities Corp.—and Robert |. 
Berdon, then Treasurer of the State of Connecticut. 


4/ See Securities Exchange Act Release No. 10052. 


5/ PBW Stock Exchange, Inc. v. Securities and Exchange 
Commission, 485 F. 2d 718 (C.A. 3, 1973). 


6/ 42 U.S.L.W. 3604 (U.S., No. 73-1134). 


7/ Connecticut Nutmeg Securities, Inc., et al. v. Securities 
and Exchange Commission, et al., D. Conn., No. N-74-114. 


8/ PBW Stock Exchange, Inc. v. Securities and Exchange 
Commission, et al., E. D. Pa., No. 74-1198. 


9/ Equity Services, Inc., Glicoa Associates, Inc. and Penn 
Mutual Securities Corporation v. Securities and Exchange 
Commission, et al., E. D. Pa., No. 74-1589. 


10/ See Section 2 of S. 470, 93d Cong., 1st Sess. and Sec- 
tion 205 of H.R. 5050, 93d Cong., 1st Sess. On June 18, 
1973, S. 470 was passed by the Senate and referred to the 
House of Representatives. H.R. 5050 currently is under 
consideration by the Subcommittee on Commerce and 
Finance of the House of Representatives Committee on 
Interstate and Foreign Commerce. 


11/ Securities Exchange Act Release 10052. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10935/July 30, 1974 


Admin. Proc. File No. 3-4246 
In the Matter of 


KIPPEN & COMPANY INC. 
1155 Dorchester Boulevard West 
Montreal, Canada 

(812866) 


KIPPEN CANADA CORPORATION 
40 Exchange Place 

New York, New York 

(8-13277) 


W. BRUCE KIPPEN 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS 


In these broker-dealer proceedings under the Securities Ex- 
change Act, an offer of settlement was submitted by Kip- 
pen & Company Inc. (“K Co.”’) and its subsidiary, Kippen 
Canada Corporation (“KC”), both registered broker-deal- 
ers, and by W. Bruce Kippen, chairman of K Co.’s board 
of directors and president of KC. Solely for the purpose of 
this and any other proceeding brought by the Commis- 
sion, and without admitting or denying the allegations in 
the order for proceedings, respondents consent to findings 
of violation of certain of the statutory provisions they are 
charged with having violated, and to entry of an order im- 
posing specified sanctions. Upon the recommendation of 
its staff, the Commission determined to accept the offer. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that, during the period from about 
September 1971 to June 1972, respondents violated Sec- 
tions 5(a) and 5(c) of the Securities Act, and KC, aided 
and abetted by K Co. and Kippen, violated Section 15(c) 
(2) of the Exchange Act and Rule 15c2-11 thereunder, in 
connection with transactions involving securities of Accur- 
ate Calculator Corp. 


The offer of settlement provides that, for a period of 12 
months, K Co. shall not act as a broker-dealer in the United 
States without the Commission’s prior approval. However, 
during that period, it may, subject to the qualifications set 
forth in the offer, (1) purchase securities from or sell them 
to broker-dealers registered with the Commission for the 
account of Canadian residents; (2) purchase certain securi- 
ties of Canadian corporations from or sell them to United 
States domiciled broker-dealers registered with the Com- 
mission on an unsolicited basis; and (3) purchase securities 
of Canadian corporations from or sell them to United 
States financial institutions. However, K Co.shall not sub- 
mit any quotation during the period for publication in any 
United States “inter-dealer quotation system” (as that 
term is defined in Rule 15c2-11(e)(2) under the Exchange 
Act) without prior approval of the Commission. During 
the same period, KC shall not act as a broker-dealer in the 
United States except as agent, representative, intermediary 
or correspondent in connection with transactions per- 
mitted K Co., and Kippen shall not, without the Commis- 
sion’s prior consent, act, individually or through or on be- 
half of any entity, in any manner in which K Co. may not 
act. 


In determining to accept the offer of settlement, the Com- 
mission considered certain mitigating factors set forth 
therein. In this connection, the offer contains a voluntary 
undertaking by Kippen that, for a period of 4 months, he 
will not be a “person associated with a broker-dealer” as 
defined in Section 3(a)(18) of the Exchange Act. 1/ In 
addition, K Co. will contribute gross profits, less salesmen’s 
commissions, derived from permitted United States tran- 
sactions for 30 days up to a maximum contribution of 
$5,000, to a non-profit corporation organized for the pro- 
tection of securities investors. The corporation will be 
identified in a plan conforming to this formula to be sub- 
mitted to and approved by the staff of the Commission. 
Respondents point out that they made themselves and all 
their books and records fully available both in the United 
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States and in Canada for the Commission’s investigation 
concerning those matters set forth in the order for proceed- 
ings. Respondents further represent that they were unaware 
at the time that their conduct could be deemed violative of 
the United States securities laws. Their conduct, if wrong- 
ful, was solely the result of a failure to appreciate that such 
conduct would be wrongful under the securities laws of the 
United States. Respondents point out that they were not 
knowingly participants in any plan or scheme to distribute 
securities in the United States in violation of its securities 
laws but only traded the securities in the belief that a bona 
fide Canadian distribution thereof made by others had 
come to rest. In addition, when respondents traded in these 
securities, the price thereof was substantially below the 
original distribution and offering price, and the number of 
shares traded and the revenue produced therefrom were in- 
consequential in relation to respondents’ total business. 
Finally, respondents note that neither they, nor to their 
knowledge the Commission, have received investor com- 
plaints relating to their conduct alleged in the order for 
proceedings. 


In view of the foregoing, it is in the public interest to im- 
pose the sanctions specified in the offer of settlement. 


Accordingly, 1T IS ORDERED that, subject to the terms, 
conditions and exceptions set forth above and in the offer 
of settlement, Kippen & Company Inc. and Kippen Canada 
Corporation shall not act as broker-dealers in the United 
States for a period of 12 months commencing August 12, 
1974; and it is further 


ORDERED that W. Bruce Kippen shall not act, individually 
or through or on behalf of any entity, in any manner in 
which Kippen & Company Inc. may not act. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ This restriction will commence as of the opening of 
business on August 12, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10936/July 30, 1974 


The Securities and Exchange Commission announced pursu- 
ant to Sections 15(c)(5) and 19(a)(4) of the Securities Ex- 
change Act of 1934 (“Exchange Act”) the temporary sus- 
pension of over-the-counter and exchange trading in the 
securities of American All-Servus Corp., located in Hemp- 
stead, New York, for the ten-day period commencing at 
2:15 p.m. (EDT) on July 30, 1974 through midnight 
(EDT) August 8, 1974. 


The Commission initiated the trading suspension in the 
securities of American All-Servus Corp. upon the request of 
the company because of recent developments. The Commis- 
sion has been advised that the company’s bank has discon- 
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tinued its financing of the company; that the company has 
been unable to obtain other financing; that the company 
is unable to meet its current obligations; and that the com- 
pany will be unable to file its Annual Report on Form 10-K 
for the fiscal year ended April 30, 1974, which will be due 
on or before July 30, 1974. The National Stock Exchange, 
upon the request of the company, halted trading in the se- 
curities of the company on Ju!y 25, 1974. 







The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 








Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or deal- 
er has any questions as to whether or not he has complied 
with said rule, he should not enter any quotation but im- 
mediately contact the staff of the Securities and Exchange 
Commission, Division of Enforcement in Washington, D.C. 
If any broker or dealer is uncertain as to what is required 
by Rule 15c2-11, he should refrain from entering quota- 
tions reiating to the securities in question until such time 
as he has familiarized himself with said rule and is certain 
that all of its provisions have been met. If any broker or | 
dealer enters any quotation which is in violation of said 
rule, the Commission will consider the need for prompt 
enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10937/July 31, 1974 


Admin. Proc. File No. 3-3953 
In the Matter of 


COMSTOCK SECURITIES, LIMITED 
225 South 2nd East 

Salt Lake City, Utah 

(8-16591) 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


Comstock Securities, Limited (“registrant”), a registered 
broker-dealer, failed to appear at a hearing in these proceed- 
ings. 1/ On the basis of the order for proceedings, as amend- 
ed, it is therefore found that: 2/ 


1. At stated times during the period from about August 
1971 to November 1972, registrant willfully violated: 


a. Section 10(b) of the Securities Exchange Act and Rule 
10b-5 thereunder in that it effected transactions without 
disclosing to customers that it was unable to meet its 
current obligations; 
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b. Section. 15(c)(3) of the Exchange Act and Rule 15c3-1 
thereunder in that it effected transactions when its aggre- 
gate indebtedness exceeded 2,000% of its net capital and it 
did not have net capital of at least $5,000; 


c. Section 17(a) of the Exchange Act and Rule 17a-3 there- 
under in that it failed to make accurately and keep current 
certain books and records; 


d. Section 17(a) of the Exchange Act and Rule 17a-11 
thereunder in that it failed to give the Commission tele- 
graphic notice that registrant's net capital was less than re- 
quired and its books and records were not being kept cur- 
rent, and to file a financial report and a report stating what 
steps were being taken to correct the recordkeeping situa- 
tion; 


e. Section 7(c)(1) of the Exchange Act and Regulation T 
promulgated thereunder by the Board of Governors of the 
Federal Reserve System in that registrant improperly ex- 
tended, maintained and arranged for credit to and for cus- 
tomers; and 


f. Section 15(b) of the Exchange Act and Rule 15b3-1(b) 
thereunder in that registrant failed to amend promptly its 
broker-dealer registration application which had become in- 
accurate and incomplete concerning, among other things, 
the resignation of officers and directors, the acauisition by 
anamed person of 10% or more of registrant’s outstanding 
common stock and registrant’s membership on a national 
securities exchange. 


2. On November 22, 1972, the United States District Court 
for the District of Utah permanently enjoined registrant 
from violating certain net capital, recordkeeping and report- 
ing provisions under the Exchange Act. 3/ 


3. Registrant is being liquidated under the Securities Invest- 


or Protection Act. 


4. It is in the public interest to revoke registrant’s broker- 
dealer registration. 


Accordingly, 1T 1S ORDERED that the registration as a 
broker and dealer of Comstock Securities, Limited be, and 
it hereby is, revoked. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Rule 6(e) of the Commission’s Rules of Practice pro- 
vides that a party’s failure to appear at a hearing of which 
he has been duly notified shall be deemed a default and in 
such circumstances the proceedings may be determined 
against him upon consideration of the order for proceed- 
ings, the allegations of which may be deemed to be true as 
to such party. 


2/ The findings herein are not binding upon any other re- 
spondent named in these proceedings. 


3/ S.E.C. v. Comstock Securities, Limited, et al., Civil 


Action File No. C-332-72. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10938/August 1, 1974 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 423/August 1, 1974 


SECURITIES ACT OF 1933 
Release No. 5517/August 1, 1974 


Admin. Proc. File Nos. 3-4421 and 3-4436 
In the Matters of 


BROKERS DIVERSIFIED, INC. 
13 Bowdoin Street 

Boston, Massachusetts 

(8-16841) 


WELLESLEY MANAGEMENT CORP. 
55 Williams Street 

Wellesley, Massachusetts 

(01-8808) 


JOHN F. CARTER 


BROKERS DIVERSIFIED SERVICES CORP. 
600 Lincoln Street 

Worcester, Massachusetts 

(24B-1869) 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TIONS AND PERMANENTLY SUSPENDING REGULA- 
TION A EXEMPTION 


These are consolidated proceedings (1) under the Securi- 
ties Exchange and Investment Advisers Acts with respect 
to Brokers Diversified, Inc. (‘“Brokers’’), a registered 
broker-dealer and a member of the National Association 
of Securities Dealers, Inc. (“NASD”), Wellesley Manage- 
ment Corp., a registered investment adviser, and John F. 
Carter, controlling shareholder of both, and (2) pursuant 
to Rule 261 of Regulation A under the Securities Act with 
respect to Brokers Diversified Services Corp. (““BDS”’), an 
affiliate of Brokers and Wellesley which Carter also con- 
trols. 


BDS filed a notification and offering circular with the Com- 
mission for the purpose of obtaining an exemption from 
the registration requirements of the Securities Act, pursu- 
ant to Section 3(b) thereof and Regualtion A thereunder, 
with respect to a proposed offering of 100,000 shares of 
1-cent par value common stock at $5.00 per share. On Feb- 
ruary 12, 1974, the Commission issued an order tempor- 
arily suspending the exemption. 


Respondents failed to appear at a hearing of which they 
were duly notified. 1/ Accordingly, on the basis of the 
allegations in the order for proceedings and the temporary 
suspension order, it is found that: 
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1. During the period from about June 1972 to January 
15, 1974, Brokers and Wellesley, willfully aided and abetted 
by Carter, willfully violated Sections 5(a) and 5(c) of the 
Securities Act in that they offered, sold, and delivered after 
sale shares of their own common stock when no registration 
statement under that Act had been filed or was in effect as 
to such securities. 


2. During the same period, Brokers and Wellesley, willfully 
aided and abetted by Carter, willfully violated Section 17(a) 
of the Securities Act, and Section 10(b) of the Exchange 
Act and Rule 10b-5 thereunder in that, in the offer and sale 
of their own common stock, they made material misstate- 
ments and omissions concerning their financial condition, 
the private nature of their stock offerings and the restric- 
tions on the stock sold therein, the misapplication and cGi- 
version of sales proceeds, the payment of guaranteed “‘inter- 
est in lieu of dividends” and the source thereof, a prospec- 
tive increase in the value of their stocks, and a guarantee to 
exchange Brokers stock for stock in Wellesley. 


3. The BDS notification and offering circular contained ma- 
terial misstatements and omissions with respect to unlawful 
sales of unregistered securities of the issuer and its affiliates, 
the obligation of the issuer to pay interest on its outstand- 
ing common stock, a stockholder’s suit against the issuer, 

an offer to shareholders to exchange their shares in the 
issuer for shares of an affiliate, and potential competition 

to the issuer’s business. 


4. The terms and conditions of Regulation A were not 
complied with in that the proposed offering by BDS, if 
made, would have exceeded the applicable ceiling for a Re- 
gulation A exemption under Rule 254. 


In view of the foregoing, it is in the public interest to revoke 
the registrations of Brokers and Wellesley, to expel Brokers 
from NASD membership, to bar Carter from association 
with any broker-dealer, and to suspend permanently BDS’ 
Regulation A exemption. 


Accordingly, 1T 1S ORDERED that the registrations of 
Brokers Diversified, Inc. as a broker and dealer and of 
Wellesley Management Corp. as an investment adviser be, 
and they hereby are, revoked; that Brokers Diversified, Inc. 
be, and it hereby is, expelled from membership in the 
National Association of Securities Dealers, Inc.; that John 
F. Carter be, and he hereby is, barred from being associated 
with any broker-dealer; and, pursuant to Rule 261 of Re- 
gulation A under the Securities Act, that the exemption 
from registration with respect to the above public offering 
of Brokers Diversified Services Corp. be, and it hereby is, 
permanently suspended. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Rule 6(e) of the Commission’s Rules of Practice pro- 
vides that a party’s failure to appear at such a hearing shall 
be deemed a default and the Commission may, in such cir- 
cumstances, determine the proceedings against such party 
upon consideration of the order for proceedings, the allega- 
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tions of whith may be deemed true as to such party. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10939/August 2, 1974 


The Securities and Exchange Commission has ordered pub- 
lic administrative proceedings under the Securities Exchange 
Act of 1934 against Gary L. Jones and Associates, a regis- 
tered broker-dealer in Salt Lake City, Utah, and also against 
Gary L. Jones, who is president, and majority owner of its 
outstanding stock. 


The proceedings are based upon allegations of the Commis- 
sion’s staff that during the period from on or about Decem- 
ber 1, 1972 to April 24, 1973, the respondents violated 
the net capital, margin, reporting and anti-fraud provisions 
of the Federal securities laws; a trustee has been appointed 
pursuant to the provisions of the Securities Investors Pro- 
tection Act. 


A hearing will be scheduled by further order to take 
evidence on the staff charges and to afford respondents an 
opportunity to offer any defenses. The purpose of the hear- 
ing is to determine whether the allegations are true, and if 
so, whether any action of a remedial nature is necessary or 
appropriate in the public interest. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18515/July 29, 1974 


In the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 
(70-5388) 


THIRD SUPPLEMENTAL ORDER AUTHORIZING EX- 
TENSION OF MATURITY OF SHORT-TERM NOTE 
AND EXTENSION OF PERIOD OF OPEN ACCOUNT 
ADVANCE 


Eastern Utilities Associates (“EUA”), a registered holding 
company, and two of its electric utility subsidiary com- 
panies, Blackstone Valley Electric Company (“Blackstone”) 
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and Brockton Edison Company, have filed with this Com- 
mission a post-effective amendment to the application- 
declaration, as previously amended, filed in this proceeding 
pursuant to Sections 6(a), 7, 9(a), 10, 12(b), 12(c) and 
12(f) of the Public Utility Holding Company Act of 1935 
(“Act’’) and Rules 43(a) and 45(a) promulgated thereunder 
regarding the following proposed transactions. 


By Order dated October 30, 1973, in this proceeding (Hold- 
ing Company Act Release No. 18142), EUA was authorized 
to borrow $14,500,000 from The Chase Manhattan Bank, 
(N.A.) (““Chase’’) and to issue Chase its note in that amount, 
maturing in not more than 90 days. By said Order, EUA 
was further authorized to make an open account advance of 
$14,500,000 to Blackstone, the proceeds of said advance 

to be used to pay certain of Blackstone’s bonds maturing 

on November 1, 1973. By Supplemental Orders dated Janu- 
ary 28, 1974 and April 29, 1974 in this proceeding (Hold- 
ing Company Act Release Nos. 18264 and 18396), EUA 
was authorized to extend the maturity of its borrowing and 
open account advance for additional 90-day periods expir- 
ing April 29, 1974 and July 29, 1974. 


Because it now appears the transactions proposed by the 
application-declaration as heretofore amended cannot be 
completed by July 29, 1974, EUA now proposes to extend 
the maturity of the $14,500,000 note to Chase and advance 
to Blackstone to not later than October 28, 1974. The in- 
terest on such advance will be paid by Blackstone to EUA 
on July 29, 1974 and upon the repayment of such advance. 


No state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed transac- 
tions. The record is incomplete with regard to the fees and 
expenses to be incurred in connection with the proposed 
transactions. 


Upon the basis of the facts in the record, as further amena- 
ed by said post-effective amendment, it is hereby found 
that the applicable standards of the Act and the rules there- 
under are satisfied and that no adverse findings are neces- 
sary; and that it is appropriate in the public interest and in 
the interest of investors and consumers that the application- 


declaration, as further amended by said post-effective amend- 


ment, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as further amended by said post-effective amendment, 
be, and it hereby is granted and permitted to become effec- 
tive forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act, and subject 
further to the reservation of jurisdiction over fees and cer- 
tain other matters in this proceeding as previously reserved 
by Order dated October 30, 1973 (Holding Company Act 
Release No. 18142). 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18516/July 31, 1974 


In the Matter of 


MICHIGAN CONSOLIDATED GAS COMPANY 
One Woodward Avenue 

Detroit, Michigan 48226 

(70-5525) 


NOTICE OF PROPOSED SHORT-TERM BORROWING 
FROM TRUST DEPARTMENT OF A BANK AND ISSU- 
ANCE AND SALE OF NOTES TO BANKS AND OR 
ISSUANCE AND SALE OF COMMERCIAL PAPER 


NOTICE IS HEREBY GIVEN that Michigan Consolidated 
Gas Company (“Michigan Consolidated”’), a gas utility 
subsidiary company of American Natural Gas Company, a 
registered holding company, has filed an application-declar- 
ation with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act’’), designating Sec- 
tions 6 and 7 of the Act and Rules 42(b)(2), 50(a)(2) and 
70(b)(2) promulgated thereunder as applicable to the pro- 
posed transactions. All interested persons are referred to 
the application-declaration, which is summarized below, 
for a complete statement of the proposed transactions. 


Michigan Consolidated proposes, from time to time until 
September 1, 1975, and to the extent funds are available, 
to borrow up to a maximum of $15,000,000 outstanding 
at any one time from the Trust Department of the National 
Bank of Detroit (“Trust Department’), which administers, 
as Trustee, pension and other funds of many corporations. 
It is stated that borrowings from the Trust Department 

will be made under an agreement between Michigan Consoli- 
dated and the Trust Department, on notes, at an interest 
rate (computed on a 360-day interest bearing basis) equiva- 
lent to the highest rate paid daily by General Motors 
Acceptance Corporation on its commercial paper with a 
maturity of 30 to 180 days. Michigan Consolidated will be 
notified by the Trust Department of any change in the in- 
terest rate. The notes issued from January 1 to June 30 
will mature July 1 of the same year and those issued from 
July 1 to December 31 will mature January 1 of the follow- 
ing year. The Trust Department will have the right, how- 
ever, to demand payment at any time of all or any part of 
the principal of the loan or loans outstanding. Michigan 
Consolidated will have the right to repay the notes at any 
time without penalty. Michigan Consolidated proposes to 
report quarterly to the Commission the amounts borrowed 
from the Trust Department and the interest rate thereon. 
If borrowings from the Trust Department should decline 
below $7,000,000, it may be necessary, depending upon 
the amount of borrowings from the banks and commercial 
paper outstanding, to supply the required funds for a short 
time by a temporary drawing down of Michigan Consoli- 
dated’s cash balances. The Trust Department has a continu- 
ous flow of funds from its internal operations and follows 
a practice of pooling these funds and loaning them to vari- 
ous corporations through its nominee, Trussal & Co., so 
that Michigan Consolidated anticipates always having a 
minimum of $7,000,000 available from this source. 


Michigan Consolidated states it has obtained lines of credit 
from a group of six commercial banks (herein collectively 
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referred to as Banks”) providing for bank borrowings on 
its promissory notes (“Notes”). The Banks and their respec- 
tive commitments are as follows: 


Amount of 


Name of Bank Commitment 


National Bank of Detroit, 





Detroit, Michigan $10,000,000 
First National City Bank, 

New York, New York 7,000,000 
The Chase Manhattan Bank, 

New York, New York 4,000,000 
Manufacturers Hanover Trust 

Company, New York, New York 3,000,000 
The Detroit Bank & Trust Company, 

Detroit, Michigan 3,000,000 
Manufacturers National Bank of 

Detroit, Detroit, Michigan 3,000,000 

$30,000,000 





Michigan Consolidated states the Notes will be unsecured 
and will be issued in varying amounts commencing in 
September 1974, and from time to time as funds are re- 
quired by Michigan Consolidated. There are no commitment 
fees, closing or other related charges payable to the Banks 
in connection with the bank borrowings. The Notes may be 
prepaid at any time without penalty. If any Notes are pre- 
paid, new Notes may be issued provided that the aggregate 
principal amount of Notes outstanding at any one time does 
not exceed $30,000,000. The Notes will be dated as of the 
date of issuance and will mature September 1, 1975. Each 
Note will bear interest at the prime rate in effect at the 
lending bank on the date of each borrowing and will be ad- 
justed to the prime rate effective with any change in said 
rate. Interest shall be payable at the end of each 90-day 
period subsequent to the date of the first borrowing and at 
maturity. As a condition of these lines of credit, Michigan 
Consolidated is required to maintain compensating balances 
with the Banks. If it is assumed that these balances are main- 
tained solely in order to fulfill the compensating balance 
requirement, the effective cost is thereby increased by 
approximately one and one-half percent above the stated 
rates, based upon a prime rate of 12%. 


Michigan Consolidated proposes, in lieu of borrowing under 
the lines of credit, to issue and sell from time to time com- 
mercial paper (“notes”) payable to bearer, with maturities 
not later than September 1, 1975, in the aggregate face 
amount not to exceed $30,000,000 outstanding at any one 
time. The commercial paper will be sold to Goldman, Sachs 
& Co., a New York, New York dealer in commercial paper. 
The commercial paper will have varying maturities of not 
more than 270 days after the date of issue and will be 
issued and sold in varying denominations of not less than 
$50,000 and not more than $2,000,000 directly to Gold- 
man, Sachs & Co. at a discount which will not be in excess 
of the discount rate per annum prevailing at the date of 
issuance for commercial paper of comparable quality and 
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like maturities. Michigan Consolidated proposes to sell 
commercial paper only so long as the effective interest cost 
for such commercial paper does not exceed the equivalent 
cost of borrowings from commercial banks (after taking 
into consideration compensating balances) on the date of 
sale, except for commercial paper of maturity not exceed- 
ing 90 days issued to refund outstanding commercial paper, 
if, in the judgment of Michigan Consolidated, it would be 
impractical to borrow from commercial banks to refund 
such outstanding commercial paper. 







No commission or fee will be payable by Michigan Consoli- 
dated in connection with the issue and sale of such com- 
mercial paper notes. Goldman, Sachs & Co., as principal, 
will reoffer such notes at a discount not to exceed 1/8 of 
1% per annum less than the prevailing discount rate to Mich- 
igan Consolidated. Such notes will be reoffered to not more 
than 200 identified and designated customers‘in a list (non- 
public) prepared in advance by Goldman, Sachs & Co. and 
no additions will be made to the customer list without 
approval of this Commission. It is anticipated that the com- 
mercial paper will be held by customers to maturity; how- 
ever, if any commercial paper is repurchased by Goldman, 
Sachs & Co., such paper will be reoffered only to others in 
the group of 200 customers. Michigan Consolidated pro- 
poses to report quarterly to the Commission pursuant to 
Rule 24 the amounts issued and sold by Goldman, Sachs & 
Co. and the discount thereon. 


In June 1974, Michigan Consolidated sold 1,500,000 shares 
of its $14 par value common stock for $21,000,000 (HCAR 
No. 18391, April 25, 1974) and in August 1974, proposes 
to sell $40,000,000 principal amount of first mortgage 
bonds (HCAR No. 18501, July 17, 1974). Part of the pro- 
ceeds will be used to retire $29,000,000 of outstanding 
bank loans due September 1, 1974 (HCAR No. 18081, 
August 31, 1973). The remaining net proceeds together 
with the borrowings herein requested and funds generated 
from operations will be used to finance Michigan Consolidat- 
ed’s 1974 construction program (estimated at $100,000,- 
000). It is anticipated that funds required to retire the 
borrowings herein requested will ultimately be obtained 
from additional long-term financing and funds generated 
internally. 





§ 


Michigan Consolidated states that the total amount of pro- 
posed borrowings from the Trust Department, Banks and 
or the issuance and sale of commercial paper will not ex- 
ceed $37,000,000 outstanding at any one time. 


Michigan Consolidated also plans to borrow, pursuant to 
the exemption contained in Section 6(b) of the Act, up to 
$26,000,000 to partially finance current inventory of gas 
piaced in underground storage. It is stated that funds are 
generated in an amount sufficient to repay these borrow- 
ings as the inventory gas is sold to meet the winter demand 
of customers. 


Michigan Consolidated requests that the sale of its proposed 
commercial paper be exempted from the competitive bid- 
ding requirements of Rule 50 on the grounds that the com- 
mercial paper will have maturities of nine months or less, 
that current rates for prime borrowers such as Michigan 
Consolidated are published daily in financial publications, 
and that it is not practical to invite bids for commercial 
paper. 
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Fees and expenses incident to the proposed transactions are 
estimated at $3,000, including counsel fees of $500. The 
application-declaration states that no State or Federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 26, 1974, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by the application-declaration which he de- 
sires to controvert; or he may request that he be notified 
should the Commission order a hearing in respect thereof. 
Any such request should be addressed: Secretary, Securi- 
ties and Exchange Commission, Washington, D. C. 20549. 
A copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the appli- 
cant-declarant at the above-state address, and proof of 
service (by affidavit or, in case of an actorney at law, by 
certificate) should be filed with the request. At any tirne 
after said date, the application-declaration, as filed or as it 
may be amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules and 
Regulations promulgated under the Act, or the Commis- 
sion may grant exemption from such rules as provided in 
Rules 20(a) and 100 thereof or take such other action as 

it may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18517/July 31, 1974 


Admin. Proc. File No. 3-4463 
In the Matter of 

GEORGIA POWER COMPANY 
270 Peachtree Street, N. W. 
Atlanta, Georgia 

(70-5463) 


MEMORANDUM OPINION AND ORDER AUTHORIZ- 
ING SALE OF SHORT-TERM PROMISSORY NOTES 


ISSUANCE OF SECURITIES 

Short-Term Notes 
Application of electric utility subsidiary of registered 
holding company under Section 6(b) of the Public 


Utility Holding Company Act of 1935 respecting the 
issuance of short-term notes, granted, because borrow- 


ings found necessary and appropriate and adverse 
findings under Section 7(d) unwarranted. 


APPEARANCES: 


Stephen K. Waite and John Pritchard, of Winthrop, Stim- 
son, Putnam & Roberts, and Norman L. Underwood and 
John D. McLanahan, of Troutman, Sanders, Lockerman 
& Ashmore, for Georgia Power Company. 


Roger Friedman, for Georgia Power Project. 


Aaron Levy, Grant G. Guthrie and Jack |. Zidel, for the 
Division of Corporate Regulation of the Commission. 


A 
In this financing proceeding under the Public Utility Hold- 
ing Company Act of 1935, Georgia Power Company seeks 
authority to borrow up to $250 million short-term at 
varying rates of interest, some of them as much as 20% 
above prime. 


Georgia supplies electricity to most of the State of Georgia. 
It is the largest operating subsidiary in The Southern Com- 
pany’s interstate electric utility system. Since Southern is 
registered under and regulated by the Act and since the 
Act deals, among other things, with the financial structures 
of public utility holding company systems, we have a mea- 
sure of responsibility for Georgia’s finances. 


Companies regulated by the Act may borrow short-term 
without leave from us if the amount of such borrowing 
does not exceed 5% of the borrower’s total capital. Here, 
however, the proposed short-term borrowings could con- 
stitute as much as 10% of Georgia’s total capital. Hence 
Georgia cannot proceed unless we authorize it to do so. 
This we may do if we find the borrowing “necessary or 
appropriate in the public interest or for the protection of 
investors or consumers.” 1/ 


This record warrants that finding. And we conclude that 
the showing needed for the imposition of the restrictive 
conditions suggested by our staff and by a participating 
group of consumers has not been made. We shall therefore 
grant Georgia’s application, as filed. 2/ 


B 
Today most utilities are engaged in massive construction 
programs. Georgia’s plans call for construction expenditures 
of $585 million in 1974. Projections call for a rise in 
Georgia’s annual construction budget to $735 million for 
1975, $947 million for 1976, and $1,077 million for 1977. 


To raise these sums, Georgia must: 

(i) Obtain substantial amounts of additional common 
equity capital from its parent, Southern—capital that will 
have to come from Southern’s sale of new shares of its 
own common stock; and 


(ii) Sell large amounts of long-term debt and non-voting 
preferred stock. 
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As previously noted, a consumer group participated in the 
proceedings. 3/ That body, The Georgia Power Project 
(“Project”), contends that: 


(1) Georgia’s construction program is too big. To get on a 
sounder footing, the company should be required to enter 
into negotiations looking toward the sale of portions of its 
property to municipalities and cooperatives. It should also 
enter into joint ventures for the construction of generating 
facilities. 


(2) Georgia has too much debt and too little equity. Hence 
its credit standing has fallen and is bound to fall further. 
Thus Georgia has to pay more than it should for borrowed 
money. These excessive costs have an adverse impact on con- 
sumers. 


(3) Short-term debt has become a fixture in Southern’s 
capital structure. That is never desirable in utility finance. 
Right now it is especially horrendous. That is so because at 
present short-term rates are higher than long-term rates, the 


reverse of the normal historical relationship between the two. 


(4) Accordingly, Georgia ought to issue long-term securities 
in amounts large enough to cover all of its needs. If it does 
that, it will have temporary excess cash. This will enable it 
to be a lender instead of a borrower in today’s high-priced 
short-term market. 


(5) But the basic flaw in the situation is Georgia’s thin capi- 
talization. Hence Georgia and by necessary implication 
Southern, its parent, should be required to take vigorous, 
immediate, and continuous action “to achieve increased 
equity and minimization of short-term debt.” 


(6) Such short-term paper as Georgia does issue should b 
sold at competitive bidding. 4/ 


D 


Our Division of Corporate Regulation supports the instant 
application. It concedes the appropriateness of short-term 
financing in view of the demands of Georgia’s constructio1 
program and of the vagaries of the securities markets. But 

it considers it “‘essential for Georgia to extricate itself from 
continuing any substantial reliance on short-term debt to 
finance construction,” and shares Project’s concern about 
the progressive erosion of the equity component in Georgia’s 
capital structure. Accordingly, the Division urges us to 
freeze the common dividends paid by Georgia to Southern 
at the current level of $18,925,000 quarterly. It also recom- 
mends that we require a reduction in that dividend rate if 
Southern reduces the presently budgeted level of its month- 
ly contributions of equity capital to Georgia. 


E 


No serious question has been raised as to Georgia’s need for 
large amounts of construction money in the immediate fu- 
ture. 5/ 


In this context short-term borrowing serves a useful and a 
desirable purpose. The Act itself recognizes that this is so. 
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The draftsmen of Section 6(b), which authorizes short-term 
borrowing up to a 5% ceiling without our permission, could 
scarcely have intended to limit such authority to the classic 
type of self-liquidating commercial indebtedness incurred 

to finance inventory or seasonal needs. 








Utilities do some borrowing of that type. But they also bor- 
row to build. Hence their short-term borrowings often 
serve as bridges between issues of long-term debt or stock. 
When these permanent additions to capital are made, short- 
term obligations are either reduced or eliminated altogether 
until the need for them arises again. 





In recent years utilities generally, including those regulated 
by the Holding Company Act, have come to rely much more 
heavily on short-term borrowing than they formerly did. 
The industry’s construction budgets have become enormous. 
And there are limits to the frequency with which any issuer 
can go to the long-term markets. Moreover, conditions in 
those markets are not always propitious for massive finan- 
cings. So soaring construction expenditures have made for 
concomitant increases in the need for short-term bridge 
financing. 


Toward that need our attitude has been permissive. 6/ Pro- 
ject suggests that it has been overly so and that present 
differentials between short-term and long-term rates 7/call 
for a fresh !ook. 8/ Unfortunately, the timing of this matter 
has been such that we have to take that look at a moment 
when the market for long-term utility securities is extreme- 
ly unsettled. Right now it is much harder than it normally 
is to sell massive amounts of utility bonds and stocks. Hence 
Project’s suggestion that we choose this particular point in 
time to compe! Georgia to raise long-term capital in amounts 
large enough to supply it with excess cash sufficient to obvi- 
ate any dependence on short-term loanable funds, and in- 
deed ample enough to enable Georgia to supply such funds 
to others, is frivolous and quixotic. 9/ 











‘ 


F 


Both our staff and Project express concern over the decline 
in the relative weight of the common equity element in 
Georgia’s capital structure. Project proposes rather drastic 
conditions including a requirement that Southern promptly 
invest immediate equity capital in Georgia, that Georgia 
immediately increase its equity ratio to a material extent, 
and that Georgia take steps to encourage the purchase of 
portions of its properties by municipalities and cooperatives. 
The staff proposes, in effect, a freeze on the dividends paid 
by Georgia to Southern. We think these conditions inappro- 
priate. 





Southern has been putting far more into Georgia than it has 

been taking out in dividends. Yet because of the heavy de- 
mands of the construction program—demands financed for 
the most part by borrowing—Georgia’s equity base has been | 
declining. It went from 33% at the end of 1968 10/ to 31.9% 
at the end of 1973. 11/ Projections indicate that it will fall 

further to 31.3% by the end of 1974. 12/ | 


But the 31.3% common equity contemplated by the end of 
1974 is still comfortably above the 30% common equity 
ratio considered adequate in past cases. 13/ While the ap- 
propriateness of capital ratios in any given situation is a 
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tical formulas, we are not persuaded that Georgia’s present 
common equity ratio requires immediate and drastic action 
—particularly under present unfavorable conditions in the 
market for utility equity securities. It would be imprudent 
to require Georgia to raise large amounts of equity capital 
immediately, with no assurance that this could be done on 
reasonable terms. Nor is there any assurance that munici- 
palities and cooperatives would be prepared to purchase 
Georgia’s properties even assuming that we could require 
Georgia to sell them. The dividend freeze might well be 
counterproductive in the light of Georgia’s need for addi- 
tional equity. 


G 


Project’s insistence on competitive bidding in this situation 
seems ill-founded. Commercial paper does not lend itself to 
competitive bidding. The market for such paper is itself 
highly competitive. 14/ Going rates are published daily and 
are determined in the main by such money-market factors 
as the prevailing rate for Treasury bills. Hence we agree 

with the Division that “formal competitive bidding would 
seriously hamper the timely sale of such notes, while pro- 
ducing none of the offsetting advantages normally ascribed 
to the competitive bidding process.”” 15/ 


H 
Also devoid of merit is Project’s suggestion that we require 
Georgia to report “‘its income, balance sheet, capital struc- 
ture and coverage ratios” to the Georgia Public Service Com- 
mission and to us on a monthly basis. 16/ Our staff’s brief 
says: 


“The monthly reporting requirements...seem unneces- 
sary. In the immediate future, Georgia will have to file 
financing applications in July, December, and March, 
in addition to its regular filings with the Commission. 
The opportunity to examine its progress will occur as 
frequently as necessary without adding further filings 
for review.” 17/ 


Our staff is familiar with Georgia's affairs. Its judgment as 
to the nature of the materials needed to monitor the com- 
pany’s financial condition is better than ours. And since our 
staff has never been accused of being overly diffident about 
asking people to file papers with it, we see no reason to 
prefer Project’s views about reporting to those of the Divi- 
sion. 


1 

Accordingly, 1T 1S ORDERED that the instant application 
for authority to issue and sell promissory notes in the maxi- 
mum aggregate principal amount of $250 million during the 
period from August 1, 1974 to March 31, 1975, be, and it 
hereby is, granted subject to the terms and conditions of 
Rule 24 under the Act. 


By the Commission (Chairman GARRETT and Commission- 
ers LOOMIS and POLLACK); Commissioners EVANS and 
SOMMER not participating. 


George A. Fitzsimmons 
Secretary 


more complex matter than the simple application of arithme- 


1/ Section 6(b)(3). 
As we said in Alabama Power Company, 42 S.E.C. 620, 622 
(1965), affirmed sub, nom, Alabama Electric Power Cooper- 
ative, Inc. v. S.E.C., 353 F.2d 905 (C.A. D.C., 1965), cert. 
denied, 383 U.S. 968: ‘’Words like ‘public interest’ and the 
interest of ‘investors’ or ‘consumers,’ though of wide gener- 
ality, take their meaning and definition from the substan- 
tive provisions and purposes of the Act.” When confronted 
by an application of this sort, we look to Section 7(d) for 
those substantive provisions and purposes. Georgia Power 
Company, Holding Company Act Release No. 18271 (Jan- 
uary 30, 1974), 3 SEC Docket 466. That section precludes 
us from approving the issuance of these notes if we find 
them: (1) not reasonably adapted to the issuer’s security 
structure (§ 7(d)(1)) or earning power (§ 7(d)(2)); or (2) 
unnecessary or inappropriate to its economical and efficient 
operation (§ 7(d)(3)). 


2/ Our views are cased on an independent review of the 
record made before an administrative law judge. An initial 
decision and other post-hearing procedures have been 
waived, the record came directly to us together with briefs 
filed by the parties. Oral argument was not requested. 


3/ Pursuant to Rules 9(c) and 9(d) of our Rules of Practice, 
the administrative law judge gave it leave to be heard. 


4/ The text summarizes Project's position and does not pur- 
port to state in detail all of its numerous points and pro- 
posals. 


5/ \f the record showed that the portion of Georgia's over- 
all construction relevant to this short-term financing pro- 
posal were clearly excessive or grossly improvident, we 
would be constrained to disapprove or to insist on a reduc- 
tion in the amount to be borrowed. See Centra/ Power and 
Light Company, 27 S.E.C. 185, 190 (1947); Consumers 
Power Company, 6 S.E.C. 444, 459 (1939). 


6/ See, e.g., 36 S.E.C. Ann. Rep. 167-168 (1971). For some 
recent illustrations see Arkansas Power & Light Company, 
Holding Company Act Release No. 18354 (April 2, 1974), 
4 SEC Docket 42; Delmarva Power & Light Company, 
Holding Company Act Release No. 18386 (April 22, 1974), 
4 SEC Docket 199; Eastern Utilities Associates, Holding 
Company Act Release No. 18238 (December 27, 1973), 3 
SEC Docket 313; Monongahela Power Company, Holding 
Company Act Release No. 18398 (April 29, 1974), 4 SEC 
Docket 236; New England Electric System, Holding Com- 
pany Act Release No. 18351 (March 29, 1974), 3 SEC 
Docket 769; Northeast Utilities, Holding Company Act Re- 
lease No. 18255 (January 14, 1974), 3 SEC Docket 398; 
Ohio Power Company, Holding Company Act Release No. 
18367 (April 8, 1974), 4 SEC Docket 89. 


7/ \t seems to us, however, that Project overlooks the fact 
that resort to the long-term markets at inauspicious times 
can saddle issuers with embedded interest costs and pre- 
ferred dividend requirements that will over the long run 
prove far costlier to them and to their customers than short- 
term borrowing at very high rates. 


8/ Project and the Division direct our attention to the jaun- 


diced view our predecessors took of short-term financing. 
But a look at the dates of those cases (Milwaukee Gas Light 
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Company, 38 S.E.C. 569 (1958); Mi/waukee Gas Light 
Company, 36 S.E.C. 345, 351 (1955); The Narragansett 
Electric Company, 29 S.E.C. 634 (1949); Rochester Gas 

and Electric Corporation, 27 S.E.C. 957, 962-965 (1948); 
Rochester Gas & Electric Corporation, 26 S.E.C. 445 (1947); 
The United Gas Improvement Company, 23 S.E.C. 286, 
289-295 (1946); Public Service Company of New Hampshire, 
1 S.E.C. 766 (1936)) is enough to distinguish them. Things 
said about these matters when long-term interest rates were 
low, the economy so liquid that eminent economists were 
concerned not about industry’s need for capital but over 
what seemed to them the exhaustion of investment oppor- 
tunities, construction programs modest, and utility securi- 
ties in high favor with the investing public cannot be car- 

ried over uncritically to the summer of 1974. Cf. Municipal 
Electric Association of Massachusetts v. S.E.C., 413 F.2d 
1052, 1059 (C.A. D.C., 1969). 


9/ Project states that it “objects to any consideration of 
money market conditions not supported by the record.” 
Apparently Project would have us decide the case on the 
premise on which many of our earlier cases actually rest, 
i.e., that there is an almost insatiable public appetite for 
good grade, long-term utility securities. We agree that the 
record, which was made in haste because of the urgency of 
the application, could be much better than it is without 
approaching perfection. But we are not obliged to pretend 
total ignorance of the daily headlines on the financial pages. 
Cf. Union Electric Company, Holding Company Act Re- 
lease No. 18368 (April 10, 1974), 4 SEC Docket 89, 97. 
Project would have us carry what some characterize as the 
“overjudicialization” of the administrative process to the 
borders of absurdity and beyond. 


Project's position is inconsistent. It offers us an economic 
theory of its own for which we find no support in the re- 
cord. According to Project, the nation’s current economic 
ills stem in large measure from the explosive growth of 
commercial loans. The Federal Reserve System, it says, ‘“has 
only indirect tools—a slower growth of money supply—to 
control short-term borrowing.” It then argues that: ‘‘Short- 
term business debt must be reduced. This Commission, in 
this proceeding, has direct control over the amount of 
business short-term debt beyond 5% of the Company’s 
capitalization under § 6(b)(3)."” Although public utility 
holding company systems still occupy a position of import- 
ance in the nation’s economic life, they long ago ceased to 
dominate the electric power and retail gas industries. Hence 
the notion that our policies under Sections 6 and 7 of the 
Act, which affect only the mere one-fifth of the utility 
industry regulated by that statute, could possibly have suffi- 
cient macroeconomic effect to exert appreciable influence 
over money-market conditions seems far-fetched. Some 
statistical and economic analysis would have been helpful 

in this regard. None was offered. 


10/ Capitalization (in millions of dollars) then consisted of: 





Long-term debt $522 
Short-term debt 29 
Total debt $551 55.2% 
Preferred stock 117 11.8% 
Common equity 329 33.0% 
Total $997 100.0% 
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11/ By that time Georgia’s capitalization looked like this: 





Long-term debt $1,251 
Short-term debt 167 
Total debt $1,418 57.6% 
Preferred stock 258 10.5% 
Common equity 785 31.9% 
Total $2,461 100.0% 


12/ At that time Georgia’s capitalization will presumably 
look something like this: 





Debt $1,727 58.0% 
Preferred stock 318 10.7% 
Common equity 931 31.3% 

$2,976 100.0% 


13/ See Eastern Utilities Associates, 34S.E.C. 390, 444-445 
(1952); Kentucky Power Company, 41 S.E.C. 29, 39 (1961). 


14/ Accordingly, we did not choose to require competitive 
bidding when companies subject to the Act first began to 
sell commercial paper in mid-1967. The Columbia Gas Sys- 
tem, Inc., Holding Company Act Release No. 15767 (June 
21, 1967). 


15/ We have consistently exempted offerings of this char- 
acter from the competitive bidding requirements of Rule 
50 under the Act. See, e.g., The Columbia Gas System, 
Inc., Holding Company Act Release No. 18388 (April 22, 
1974), 4 SEC Docket 200; Mississippi Power & Light 
Company, Holding Company Act Release No. 18287 
(February 20, 1974), 3 SEC Docket 574; Northeast Utili- 
ties, et al., Holding Company Act Release No. 18255 
(January 14, 1974), 3 SEC Docket 399; Delmarva Power & 
Light Company, Holding Company Act Release No. 18087 
(September 11, 1973), 2 SEC Docket 436. Project has not 
come forward with any reason for changing that practice. 


16/ We find nothing in the record suggesting that the 
Georgia Commission actually wants such a monthly deluge 
of paper. It seems that Project thinks that the Georgia 
Commission ought to want it. 


17/ Also pertinent are Southern’s filing obligations under 
Section 12 of the Securities Exchange Act. 
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In the Matter of 


APPALACHIAN POWER COMPANY 
40 Franklin Road 

Roanoke, Virginia 24009 

(70-5351) 


NOTICE OF FILING OF POST-EFFECTIVE AMEND- 
MENT REGARDING INCREASING THE AGGREGATE 
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MAXIMUM AMOUNT OF SHORT-TERM INDEBTED- 
NESS 


NOTICE IS HEREBY GIVEN that Appalachian Power Com- 
pany (““Appalachian”’), an electric utility subsidiary com- 
pany of American Electric Power Company, Inc., a register- 
ed holding company, has filed with this Commission a fifth 
post-effective amendment to the application previously filed 
in this matter, pursuant to Section 6(b) of the Public Utility 
Holding Company Act of 1935 (“Act”) and Rule 50(a)(5) 
promulgated thereunder as applicable to the proposed tran- 
saction. All interested persons are referred to the applica- 
tion as now amended, which is summarized below, for a 
complete statement of the proposed transaction. 


By orders dated June 29, 1973, March 29, 1974, June 11, 


1974, and July 5, 1974 (Holding Company Act Release Nos. 


18015, 18348, 18448, and 18480), this Commission, among 
other things, authorized the issuance and sale of short-term 
notes by Appalachian to 89 banks which have agreed to pur- 
chase up to $137,423,000. At the time of said orders, the 
maximum amount of the total borrowings of short-term 
indebtedness which Appalachian could incur at any one 

time was $100,000,000. The notes are to be issued from 
time to time prior to December 31, 1974, as funds are re- 
quired, provided that none of the notes will mature later 
than June 30, 1975. 


It is now proposed that Appalachian incur short-term in- 
debtedness in an aggregate amount not to exceed $150,- 
000,000. In no event would the borrowings by Appalachian 
of short-term funds through the issuance and sale of notes 
to banks and commercial paper to dealers in commercial 
paper exceed the maximum amount allowable both under 
Appalachian’s Articles of Association and the consent 
granted by Appalachian’s ‘Cumulative Preferred stockhold- 
ers permitting an increase in the amount of unsecured 
short-term debt that Appalachian could incur, which maxi- 
mum amount as of March 31, 1974 was approximately 
$200,000,000. 


Each note payable to a bank to be issued by Appalachian 
will be dated as of the date of the borrowing which it 
evidences and will mature not more than 270 days after the 
date of issuance or renewal thereof. 


Each such note will bear interest no greater than the prime 
rate of commercial banks at the time of issuance or in effect 
from time to time and will be prepayable at any time with- 
out premium or penalty. It is stated that Appalachian will 
not pay any fees or charges to any of the banks in connec- 
tion with the issuance and sale of such notes. Sufficient 
bank balances to meet operating and financial needs are 
kept at such banks to satisfy any compensating balance re- 
quirements in connection with the borrowings. If the aver- 
age of such bank balances were maintained solely in order 
to fulfill the prevailing compensating balance requirements 
of such banks, generally between 15 and 20%, the effec- 
tive interest cost to Appalachian of the issuance and sale 

of such notes to banks would be approximately 3% above 
the current prime commercial rate of 12%, or about 15%. 


The commercial paper will be in the form of promissory 
notes in denominations of not less than $50,000 nor more 
than $5,000,000 and will be of varying maturities, with no 





maturity more than 270 days after the date of issue; none 
will be prepayable prior to maturity. The commercial paper 
notes of Appalachian will be sold directly to not more 

than two dealers at a discount not in excess of the discount 
rate per annum prevailing at the time of issuance for com- 
mercial paper Of comparable quality and maturity. No com- 
mercial paper notes will be issued having a maturity of 
more than 90 days at an effective interest cost which ex- 
ceeds the effective interest cost at which Appalachian could 
borrow from banks. The dealers will reoffer the commer- 
cial paper notes to not more than 100 of their customers 
identified and designated in a list (nonpublic) prepared in 
advance. It is expected that Appalachian’s commercial 
paper notes will be held by each dealer’s customers to ma- 
turity, but if the customers wish to resell prior to maturity, 
the dealer, pursuant to a verbal repurchase agreement, will 
repurchase the notes and reoffer them to others in its 
group of 100 customers. 


The proceeds from the issuance and sale of the notes will 
be used by Appalachian to reimburse its treasury for past 
expenditures made in connection with its construction pro- 
gram and to pay part of the cost of its future construction 
program. Such construction expenditures for the year 1974 
is estimated to total $105,000,000. The application states 
that, unless otherwise authorized by the Commission, all 

of the short-term debt of Appalachian will be retired by 
June 30, 1975, from internal cash resources, debt or equity 
financing, or cash capital contributions. 


The Virginia State Corporation Commission has authorized 
the transaction proposed by Appalachian. No other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 22, 1974, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said post-effective amendment to 

the application which he desires to controvert; or he may 
request that he be notified should the Commission order a 
hearing thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request should be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon the applicant at the above-stated address, and proof 
of service (by affidavit or, in case of an attorney at law, by 
certificate) should be filed with the request. At any time 
after said date, the application, as now amended or as it 
may be further amended, may be granted as provided in 
Rule 23 of the General Rules and Regulations promulgated 
under the Act, or the Commission may grant exemption 
from such rules as provided in Rules 20(a) and 100 thereof 
or take such other action as it may deem appropriate. Per- 
sons who request a hearing or advice as to whether a hear- 
ing is ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 
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George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18519/August 1, 1974 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 
(70-5499) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUE AND 
SALE OF FIRST MORTGAGE BONDS IN NEGOTIATED 
UNDERWRITING; RELEASE OF JURISDICTION 


Georgia Power Company (‘‘Georgia’:), an electric utility sub- 
sidiary of The Southern Company, a registered holding com- 
pany, has filed post-effective amendments to its previously 
amended application-declaration filed in this proceeding 
pursuant to Section 6(b) of the Public Utility Holding Com- 
pany Act of 1935 (“Act’’) and Rule 50 promulgated there- 
under regarding the following proposed transaction. 


By Order dated July 9, 1974 (HCAR No. 18491) Georgia 
was authorized to issue and sell, pursuant to the competitive 
bidding requirements of Rule 50, $130,000,000 principal 
amount of its first mortgage bonds (‘Bonds’) and 600,000 
shares of no-par value preferred stock (“Preferred Stock”’). 
The competitive bidding having failed to produce any bids 
for either one, Georgia requested, pursuant to paragraph (a) 
(5) of Rule 50, an exception from the competitive bidding 
requirements of the rule, permitting Georgia to enter into 
negotiations with an underwriting group or groups for sale 
of the Bonds and Preferred Stock. This request was granted 
by Order dated July 24, 1974 (HCAR No. 18510), subject 
to a reservation of jurisdiction regarding the terms and con- 
ditions of the Bonds and Preferred Stock, together with the 
interest and dividend rates thereon, respectively, the prices 
to Georgia and related matters. 


By said amendments to its application-declaration, Georgia 
states that it has completed negotiations with an underwrit- 
ing group headed by the investment banking firm of Blyth 
Eastman Dillion & Company, Inc., for a public offering of 
the Bonds. The Bonds will bear an interest rate of 11%; will 
mature on August 1, 1979; and will be nonredeemable prior 
to maturity. The price to Georgia will be 99.075% of the 
principal amount, representing a net interest cost of 


11.2469%; the public offering price will be 100% of the prin- 


cipal amount. 


The fees and expenses to be incurred in connection with the 
proposed transaction total $192,000 for the Bonds. Legal 
fees of approximately $22,500 will be paid by the successful 
bidders. 


The issuance and sale of the Bonds has been approved by the 


Georgia Public Service Commission. No other State or Feder- 


al commission, other than this Commission, has jurisdiction 
over the proposed transaction. 
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Upon the basis of the facts in the record, it is hereby found 
that the applicable provisions of the Act and rules there- 
under are satisfied and that no adverse findings are necessary; 
that it is appropriate in the public interest of investors and 
consumers that said application-declaration, as so amended 
with respect to the Bonds, be granted and permitted to be- 
come effective; and that the jurisdiction heretofore reserved 
in respect of the Bonds should be released: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder that said application-declaration, 
as so amended with respect to the Bonds, be granted and per- 
mitted to become effective forthwith, subject to the terms 
and conditions prescribed in Rule 24 promulgated under the 
Act; and that the related reservation of jurisdiction be, and 
hereby is, released. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8437/July 26, 1974 


In the Matter of 


CENTRAL SECURITIES CORPORATION 
375 Park Avenue 

New York, New York 10022 

(812-3646) 


ORDER GRANTING EXEMPTION FROM SECTION 2(a) 
(19) OF THE ACT PURSUANT TO SECTION 6(c) OF 
THE ACT 


Central Securities Corporation (‘‘Applicant’”’), a closed-end 
management investment company registered under the In- 
vestment Company Act of 1940 (““Act’’), has filed an appli- 
cation for an order of the Commission pursuant to Section 
6(c) of the Act declaring that Jay R. Inglis, a director of Ap- 
plicant, shall not be considered an “interested person” of 
Applicant within the meaning of Section 2(a)(19) of the Act 
solely by reason of his status as an officer of the Geneve 
Corporation. 


On June 26, 1974, a notice (Investment Company Act Re- 
lease No. 8399) was issued of the filing of said application. 
The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application would be issued as of course unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the requested exemption is approrpiate in the 
public interest and consistent with the protection of invest- 
ors and the purposes fairly intenaed by the policy and pro- 
visions of the Act. 
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IT 1S ORDERED pursuant to Section 6(c) of the Act that 
the application for exemption from the provisions of Sec- 
tion 2(a)(19) of the Act be, and it is hereby, granted, effec- 
tive forthwith. 


For the Commission, by the Division of Investment Man- 


agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8438/July 30, 1974 


See Securities Act Release No. 5516/July 30, 1974. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8439/July 31, 1974 


In the Matter of 


CONTRAILS GROWTH FUND, INC. 
Two First National Plaza 

Suite 2900 

Chicago, Illinois 60670 

(811-1679) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE ACT 


On June 26, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8400) stating that the Commission 
proposed, pursuant to Section 8(f) of the Investment Com- 
pany Act of 1940 (“Act”), to declare by order upon its 
own motion that Contrails Growth Fund, Inc. (““Fund’’) 
has ceased to be an investment company as defined in the 
Act. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order terminating regis- 
tration might be issued upon the basis of the information 
stated therein unless a hearing should be ordered. No request 
for a hearing has been filed, and the Commission has not 
ordered a hearing. 


The matter having been considered, it is found that Fund 
has ceased to be an investment company. Accordingly, 


IT iS HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of Contrails Growth Fund, Inc. 
under the Act shall forthwith cease to be in effect. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 









George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8440/July 31, 1974 


In the Matter of 


URBAN IMPROVEMENT FUND LIMITED — 1974 
6380 Wilshire Boulevard 
Los Angeles, California 90048 


and 


INTERFINANCIAL REAL ESTATE MANAGEMENT 
COMPANY 

230 Houston Street, N. E. 

Atlanta, Georgia 30303 

(812-3613) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) FOR EXEMPTION FROM ALL PROVI- 
SIONS OF THE ACT 


NOTICE IS HEREBY GIVEN that Urban Improvement 
Fund Limited—1974 (the “Partnership”), a California 
limited partnership, and its general partner, Interfinancial 
Real Estate Management Company (the “General Partner’’), 
a Georgia corporation (collectively referred to hereinafter 
as ‘‘Applicants’’), have filed an application pursuant to 
Section 6(c) of the Investment Company Act of 1940 (the 
“Act’’) for an order exempting the Partnership from all 
provisions of the Act and the Rules and Regulations promul- 
gated thereunder. All interested persons are referred to the 
application on file with the Commission, as amended, for 

a statement of the representations therein which are sum- 
marized below. 


The Partnership was formed to implement the policy of 
Title 1X of the Housing and Urban Development Act of 
1968 (‘Title 1X’) that private investors be provided a means 
and an incentive to acquire equity interests in, and thereby 
provide equity financing for, governmentally assisted low 
and moderate income housing projects. The Partnership will 
make equity investments in federal, state and local govern- 
ment assisted rental housing projects for families and indi- 
viduals of low and moderate income. 


The Partnership has filed a registration statement under 
the Securities Act of 1933 covering the sale of up to 
20,000 “Units” at a maximum price of $1,000 per Unit. 
These interests are to be sald only to qualified investors 
with a minimum subscription of five units per investor 
(the minimum subscription may be higher in some states). 
The maximum proceeds to the Partnership from the pro- 
posed public offering, after deduction of brokerage com- 
missions and organizational expenses, will be approximate- 
ly $18,000,000. 


Units will be sold only to a person who represents that 
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(1) he had income in the year 1973 a portion of which was 
subject to federal income taxation at a rate not less than 
50% (48% in the case of a corporation) and anticipates hav- 
ing income for at least six years a portion of which will be 
subject to federal income taxation at a maximum rate after 
giving effect to tax deductions resulting from his invest- 
ments in Units; and (2) he has a net worth of at least $50,- 
000 (the minimum net worth may be higher in some states) 
exclusive of home, furnishings and automobiles. The pro- 
spectus describing the Units states that prospective investors 
should purchase Units for long-term investment for tax 
benefits only and not in anticipation of cash distributions 
or capital appreciation because (1) applicable legislation 
limits the cash return to investors in subsidized projects to 
an amount less than can be had in other investments, (2) 
the transferability of the Units is limited, and (3) adverse 
tax consequences upon the sale of Units are possible. 


The Partnership was organized as a limited partnership be- 
cause its principal advantage to investors is the provision 

of losses which only a partnership can pass through to invest- 
ors as an offset against taxable income. A limited partner- 
ship structure is also necessary in order to provide the 
centralization of management necessary for a publicly held 
partnership, and to insure that public investors are protect- 
ed from personal liability for any obligations of the Part- 
nership. 


The Partnership will be controlled by its General Partner 
pursuant to the Limited Partnership Agreement. The Gen- 
eral Partner will have general responsibility for the super- 
vision of the operations of the Partnership. Income-Equities 
Corporation (the ‘“‘Management Company”), a California 
corporation, will serve as the adviser to, and administrator 
of, the day-to-day operations of the Partnership. In order 
to preserve the limited liability of investors (the “Limited 
Partners’), they will not be entitled to participate in man- 
agement. However, the Limited Partners will have the right 
to vote on amendments to the Limited Partnership Agree- 
ment, dissolution of the Partnership, and under certain 
circumstances, the expulsion of the General Partner and the 
election of a new General Partner. 


The Partnership will invest in governmentally assisted ren- 
tai housing projects by becoming a limited partner in a 
subsidiary partnership (“local limited partnership”’) in 
which the developer of the project or a qualified person or 
entity will be the general partner. The Local Limited Part- 
nership will acquire equity interests in individual projects. 
The ratio of mortgage debt financing to the Partnerships 
equity interest in individual projects will be approximate- 
ly 8 to 1. The Partnership will have the right, under certain 
circumstances, to remove the general partner of the local 
limited partnership and elect the management company, 
affiliates of the General Partner or management company, 
or other qualified persons as new general partner of the 
local limited partnership. The Partnership will always ac- 
quire a majority and typically a 95% interest in the local 
limited partnership. 


The Partnership will retain out of the net proceeds of the 
proposed public offering such sum as in its discretion may 
be necessary for working capital, but in no event less than 
5% of the gross proceeds. An amount equal to at least 75% 
of the remaining net proceeds will either be invested in 
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various projects described in the prospectus or returned to 
investors within eighteen months of the date of termina- 
tion of the proposed offering. The balance of the remain- 
ing net proceeds will be invested in accordance with the 
investment policies set forth in the prospectus. 















Under the California Limited Partnership Act, and under 
the terms of the Limited Partnership Agreement, the Gen- 
eral Partner must act as a fiduciary toward the Partnership 
and its investors. The General Partner and its officers and 
directors will be liable to the Partnership for acts of fraud, } 
willful misconduct or gross negligence. 







The General Partner, Management Company and their 
affiliates will receive only those fees more fully described 

in the prospectus as payment for the services they render 

to the Partnership. The General Partner will receive an 
initial fee equal to 1%2% of the total cost (Partnership equity 
investment plus mortgage financing) of the projects ac- 
quired. The General Partner will also receive a rent-up fee 
of $275 per apartment unit and reimbursement for fees 
paid to counsel in connection with the proposed offering 
not to exceed $25,000. The Management Company will 
receive consulting and project management fees when in 
the judgment of the General Partner the existing property 
manager of a local limited partnership is not fulfilling its 
property management commitments and the ability of 
the project to meet its financial obligations is therefore 
jeopardized. The General Partner will be entitled to a li- 
quidation fee of the lesser of 10% of the net proceeds to 

the Partnership from the sale of a project, or 1% of the | 
sales price including the mortgage, plus 3% of the net pro- 
ceeds after deducting an amount sufficient to pay long- 
term capital gains taxes, if any, calculated at the maximum 
rate then in effect, provided, however, that no part of such 
fee shall accrue to or be paid unless the Limited Partners’ 
share of the proceeds has been distributed to them, the 
Limited Partners shall have first received an amount equal 
to their invested capital and the Limited Partners have re- 
ceived an amount sufficient to pay federal long-term 
capital gains taxes from the sale of the project. The Gener- 
al Partner shall receive an annual management fee of % of 
1% of total assets acquired (equity plus mortgage) subject 
to a maximum of 50% of the Partnership’s annual net cash 
flow as defined in the prospectus but in no event less than 
a minimum per year which shall be determined at the 
termination of the offering and shall be % of 1% of the 
gross offering proceeds. During the first eight years com- 
mencing after the commitment of 90% of the net proceeds 
of the proposed offering, the annual management fee will 
accrue but will not be paid in any year unless the annual 
tax deductions plus distributions for each Unit have been 
at least equal to $550 for the first year with an average of 
$450 for each of the eight years as adjusted for deductions 
and distributions in excess of this minimum in the pre- 
ceding and following years. Management fees accrued but 
unpaid at the conclusion of the eight year period will 
revert to the Partnership. 








Without conceding that the Partnership is an investment 
company, Applicants request that the Partnership be ex- 
empted from the provisions of the Act pursuant to Sec- 
tion 6(c) of the Act. Section 6(c) authorizes the Commis- 
sion to exempt any person, security, or transaction, or any 
class or classes of persons, securities, or transactions, from 


























the provisions of the Act and Rules promulgated there- 
under if and to the extent that such exemption is necessary 
or appropriate in the public interest and consistent with 

the protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. 


Applicants contend that the exemption of the Partnership 
from the provisions of the Act is both necessary and appro- 
priate in the public interest because the form of organiza- 
tion of the Partnership, i.e., a limited partnership, which is 
necessary to provide private investors with certain tax ad- 
vantages without which investment in subsidized low and 
moderate income housing would not be attractive, is not 
compatible with the Act. For example, the Act requires 
annual approval by investors of investment advisory agree- 
ments, election of directors and other action by investors 
that might, if applicable to investors who are limited part- 
ners, cause such partners to incur general liability. 


Applicants contend that to defeat the limited partnership 
arrangement by application of the Act would be to elimin- 
ate the only available means of attracting private equity 
capital into government assisted housing and would frus- 
trate the national policy declared by Congress to encourage 
the widest possible participation by private enterprise in 

the provision of housing for low and moderate income fam- 
ilies. 


Applicants also contend that the exemption would be con- 
sistent with the protection of investors and the purposes 
and policies underlying the Act because interests in the 
Partnership are being sold only to sophisticated investors 
and also because most of the investments in which the 
Partnership will participate, and the terms under which the 
Partnership will acquire such investments, are fully stated 
in the prospectus and are not subject to the discretion of 
management. Furthermore, Applicants state that the Part- 
nership’s investments will be governed by policies which 
may not be changed except by the vote of the holders of 
at least a majority of its outstanding interests, and that the 
limited partner investors in the Partnership will have voting 
rights with respect to, among other things, the dissolution 
of the Partnership, amendments to the Partnership’s Lim- 
ited Partnership Agreement and, under certain circumstan- 
ces, the withdrawal of the general partner and the election 
of a new general partner. 


Applicants also state that the General Partner is required, 
as a general partner of the Partnership, to act in a fiduciary 
Capacity with respect to the Partnership. While the Gen- 
eral Partner may cause the Partnership to enter into trans- 
actions with the General Partner, the Management Com- 
pany, Limited Partners and their affiliates, as more fully 
described in the prospectus and Limited Partnership Agree- 
ment, the General Partner may only permit the Partner- 
ship to enter into such transactions or agreements that are 
permitted by the Limited Partnership Agreement and on 
terms that are fair and at least as favorable to the Partner- 
ship as those available with outsiders. The Limited Partner- 
ship Agreement, among other restrictions, prohibits the 
Partnership from purchasing or leasing a project or invest- 
ment if the General Partner, the Management Company, 
Limited Partners or their affiliates have any interest in 

such project or investment, and prohibits the Partnership 
from selling or leasing any project or investment to the 





General Partner, the Management Company, Limited Part- 
ners or their affiliates. The General Partner, Management 
Company and their affiliates are prohibited from receiving 
any fees or commissions from the purchase, sale or rein- 
vestment of projects, investments or proceeds of the pro- 
posed public offering. Furthermore, Limited Partners and 
their affiliates are prohibited from receiving fees or com- 
missions in connection with the purchase of projects or 
investments by the Partnership or the reinvestment of the 
proceeds of any resale, exchange or refinancing of any 
project. Limited Partners and their affiliates may receive 
real estate brokerage commissions with respect to the sale 
of Partnership projects or investments provided such com- 
missions do not exceed the usual and customary broker- 
age commission for that region. Neither the General Part- 
ner, the Management Company, Limited Partners or their 
affiliates may act as a joint or a joint and several partici- 
pant with the Partnership in any transactions other than 

as a participant in the Partnership or any local limited part- 
nership as contemplated by the prospectus of the proposed 
public offering. The General Partner will be liable to the 
Partnership and to third parties for breach of its fiduciary 
duty and will not be indemnified except under circum- 
stances where the General Partner is successful in any pro- 
ceeding against it or said proceeding is settled with the 
approval of the court and the court finds its conduct fairly 
and equitably merits indemnity in the amount claimed. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 26, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 

of his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission should 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicants at the addresses stated above. 
Proof of such service (by affidavit, or in the case of an 
attorney-at-law, by certificate) shall be filed contempor- 
aneously with the request. As provided by Rule 0-5 of the 
Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of 
course following August 26, 1974, unless the Commission 
thereafter orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a hearing or 
advice as to whether a hearing is ordered, will receive notice 
of further developments in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Man- 


agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8441/July 31, 1974 
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In the Matter of 


BIO-MEDICUS, INC. 

15307 Industrial Road 
Minnetonka, Minnesota 55343 
(812-3497) 


ORDER PURSUANT TO SECTION 6(c) GRANTING 
EXEMPTION FROM ALL PROVISIONS OF THE ACT 


On July 3, 1974, a notice was issued (Investment Company 
Act Release No. 8409) of the filing of an application pursu- 
ant to Section 6(c) of the Investment Company Act of 
1940 (“Act’’) by Bio-Medicus, Inc. (““Applicant’’), a com- 
pany that is not registered under the Act, for an order de- 
claring that Applicant is exempt from all provisions of the 
Act, retroactive to February 6, 1974, the date on which 
the Commission and Applicant, its principal officers and 
certain intervening defendants entered into a final con- 
sent judgment of permanent injunction and stipulation 
thereto. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 
the application would be issued as of course unless a hear- 
ing should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter having been considered, it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of invest- 
ors and the purposes fairly intended by the policy and 
provisions of the Act. Accordingly, 


IT iS ORDERED, pursuant to Section 6(c) of the Act, that 
said application be, and hereby is, granted, effective forth- 
with. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8442/August 1, 1974 


In the Matter of 


SCHOONER CAPITAL CORPORATION 
141 Milk Street 

Boston, Massachusetts 02109 

(812-3590) 


ORDER PERMITTING WITHDRAWAL OF APPLICATION 


On March 13, 1974, a notice was issued (Investment Com- 
pany Act Release No. 8266) of the filing of an application 
by Schooner Capital Corporation (“Applicant”), a Massa- 
chusetts corporation licensed as a small business investment 
company under the Small Business Investment Act of 

1958, for an order of the Commission, pursuant to Section 
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17(d) of the Act and Rule 17d-1 thereunder, permitting 
Applicant to purchase $100,000 of convertible debentures 
of Fire Control Engineering Co. On July 23, 1974, Appli- 
cant submitted a request that the application be with- 
drawn. 


The matter has been considered, and it has been found ap- 
propriate to permit the withdrawal of the pending appli- 
cation. Accordingly, 


IT iS ORDERED that the aforementioned application be, 
and is hereby withdrawn, effective forthwith. 


For the Commission, by the Division of Investment Man- 


agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8443/August 1, 1974 


In the Matter of 


ENERGY FUND INCORPORATED 
120 Broadway 

New York, New York 10005 
(812-3664) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR EXEMPTION FROM SECTION 
2(a)(19) OF THE ACT 


NOTICE IS HEREBY GIVEN that Energy Fund Incorpor- 
ated (‘Applicant’), a diversified, open-end management 


investment company registered under the Investment Com- 


pany Act of 1940 (“Act”), has filed an application for an 
order of the Commission pursuant to Section 6(c) of the 
Act declaring that Frederick P. Rose (‘“Rose’’) shall not 
be deemed an “‘interested person” of Applicant within the 
meaning of Section 2(a)(19) of the Act solely by reason 
of his status as a director of Home Life Insurance Com- 
pany (‘Home Life”). All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the representations made therein, which are sum- 
marized below. 


Rose, a member of the Board of Directors of Applicant, 
is also a director of Home Life. Home Life is a mutual life 
insurance company organized under the laws of the State 
of New York on May 1, 1860, and has continuously en- 
gaged in the insurance business since that time. It is licen- 
sed to conduct a life insurance, annuity and health insur- 
ance business in all fifty states, the District of Columbia, 
and the Commonwealth of Puerto Rico. Solely because 

it sells variable annuity contracts Home Life has registered 
as a broker-dealer under the Securities Exchange Act of 
1934 (“Exchange Act’’) and is a member of the National 



























| 




























Association of Securities Dealers, Inc. Applicant represents 
that Home Life, which is not in the business of effecting 
securities brokerage transactions, has never effected any 
securities brokerage transactions on Applicant’s behalf. Ap- 
plicant further represents that so long as Rose remains a 
director of Home Life, Applicant will not effect any securi- 
ties brokerage transactions with Home Life. 


Rose’s principal occupation is as President of Rose Associ- 
ates, Inc., a real estate investment firm. Applicant repre- 
sents that Rose does not participate in the day-to-day opera- 
tions of Home Life. 


Section 2(a)(19) of the Act, in pertinent part, defines an 
“interested person” of an investment company to include 
any broker or dealer registered under the Exchange Act, 
or any affiliated person of such broker or dealer. Section 
2(a)(3) of the Act defines an affiliated person of another 
person to include any director of such other person. 


Rose, as director of Home Life, is an affiliated person of a 
broker or dealer, and is thus an “interested person” of 
Applicant. 


Section 6(c) of the Act provides that the Commission may 
conditionally or unconditionally exempt any person, secur- 
ity, or transaction, or any class or classes of persons, secur- 
ities, or transactions from any provision of the Act or from 
any rule or regulation under the Act if and to the extent 
such exemption is necessary or appropriate in the public 
interest and consistent with the protection of investors 

and the purposes fairly intended by the policy and provi- 
sions of the Act. 


Applicant contends that Rose should not be deemed an 
“interested person” of Applicant because his affiliation with 
Home Life does not affect, and will not impair, his inde- 
pendance in acting on behalf of Applicant and its sharehold- 
ers, and the requested exemption is therefore consistent 
with the provisions of Section 6(c) of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 26, 1974 at 5:30 p.m., submit 
to the Commission in writing a request for hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D.C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served 

is located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and Regula- 
tions promulgated under the Act, an order disposing of 
the matter will be issued as of course following said date, 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing or advice as to whether a hearing is 
ordered will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 





For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY OF 1940 
Release No. 8444/July 31, 1974 


In the Matter of 


ECKMAR CORP. 

1107 Broadway 

New York, New York 10010 
(812-3496) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTIONS 2(a)(9) AND 3(b)(2) DECLARING THAT 
COMPANY IS NOT AN INVESTMENT COMPANY OR 
IN THE ALTERNATIVE PURSUANT TO SECTION 6(c) 
EXEMPTING COMPANY FROM ALL PROVISIONS OF 
THE ACT 


NOTICE IS HEREBY GIVEN that Eckmar Corp. (“‘Appli- 
cant’’), a Delaware corporation, has filed an application 
pursuant to Sections 2(a)(9) and 3(b)(2) of the Investment 
Company Act of 1940 (“Act’’) for an order of the Com- 
mission declaring that it is primarily engaged in a business 
other than that of investing, reinvesting, owning, holding 
or trading in securities through majority-owned subsidiar- 
ies or through controlled companies conducting similar 
types of businesses. In the alternative, Applicant requests 
an order pursuant to Section 6(c) exempting it from all 
provisions of the Act. All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the representations made therein which are sum- 
marized below. 


Section 3(a)(3) of the Act defines an investment company 
as any issuer which is engaged, or proposes to engage, in 
the business of investing, reinvesting, owning, holding, or 
trading in securities, and owns or proposes to acquire in- 
vestment securities having a value exceeding 40 per centum 
of the value of such issuer's total assets (exclusive of 
Government securities and cash items) on an unconsoli- 
dated basis. “Investment securities” for purposes of Sec- 
tion 3(a)(3) includes all securities except (A) Government 
securities, (B) securities issued by employees’ securities 
companies, and (C) securities issued by majority-owned 
subsidiaries of the owner which are not investment com- 
panies. 


Applicant owns investment securities having a market 
value exceeding 40% of the value of its total assets (ex- 
cluding cash items and Government securities) and, there- 
fore, may be deemed an investment company within the 
definition set forth in Section 3(a)(3) of the Act. 
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Applicant was organized in 1967 at which time it acquired 
the assets of its predecessor, Philips Control Corp., as its 
only assets. Prior to August 17, 1973, Applicant partici- 
pated through Eckmar HDC Corporation (“HDC”) and 
Medallion Leisure Corporation (‘Medallion Leisure’’), its 
then majority owned subsidiaries, and through their sub- 
sidiaries, in the manufacture, distribution and supply of 
synthetic fabrics for use in hospitals and industry, paints 
and chemical coatings for home and industry, dental and 
veterinary supplies and equipment, cleaning compounds 
and metal plating and finishing. It also participated in the 
manufacture, sale and distribution of swimming pools, 
swimming pool covers, gift items and home accessories, 
metal hardware components and custom store fixtures. Ap- 
plicant’s interest in HDC and Medallion Leisure comprised 
substantially all of its assets. 


On August 17, 1973 Applicant, pursuant to an agreement 
with Briarcliff Candy Corporation (“Briarcliff”), a New 
York corporation, caused Health-Med Corporation 
(“Health-Med”), a newly formed, wholly-owned subsidiary 
of HDC, to merge into HDC. Upon the consummation of 
such merger, HDC changed its name to Health-Med Corpor- 
ation; the Certificate of Incorporation and By-Laws of 
Health-Med were amended to correspond to those of HDC; 
and a recapitalization of HDC was accomplished. Applicant 
received 2,800 shares of Health-Med Junior Preferred Stock 
in exchange for the 1,000,000 shares of HDC Common 
Stock which it held. Pursuant to the aforementioned agree- 
ment, Applicant also transferred to Health-Med 866,000 
shares of Preferred Stock and 600,000 shares of Common 
Stock of Medallion Leisure (representing approximately 
80% of the voting power of Medallion Leisure) in exchange 
for 1,200 shares of Health-Med Junior Preferred Stock. 
Health-Med then issued 40,000 shares of its Common Stock 
to Briarcliff in consideration of payment of $100,000. As 
a result of these transactions, Applicant owns Health-Med 
securities representing approximately 10% of the voting 
securities of Health-Med, and Briarcliff owns all of Health- 
Med’s outstanding Common Stock, representing approxi- 
mately 89% of Health-Med’s voting securities. Applicant 
therefore, owns investment securities which have a value 
exceeding 40% of its total assets (exclusive of Government 
securities and cash items) on an unconsolidated basis. 


Section 3(b)(2) of the Act provides that notwithstanding 
Section 3(a)(3) of the Act, a company is not an investment 
company within the meaning of the Act if the Commission 
finds and by order declares the company to be primarily 
engaged in a business or businesses other than that of in- 
vesting, reinvesting, owning, holding or trading in securities 
either directly or (A) through majority-owned subsidiaries 
or (B) through controlled companies conducting similar 
types of businesses. Section 2(a)(9) of the Act provides 
that control means the power to exercise a controlling in- 
fluence over the management or policies of a company and 
that any person who does not own more than 25 per cen- 
tum of the voting securities of any company shall be pre- 
sumed not to control the company. Such a presumption 
may be rebutted by evidence, but continues until a deter- 
mination to the contrary is made by the Commission. 


Applicant claims that through its ownership of approximate- 
ly 10% of Health-Med’s voting securities and through its 
other relationships with Health-Med it exercises practical 
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control over Health-Med and through such controlled com- 
pany and its subsidiaries is primarily engaged in the busi- 
nesses described above. Applicant respectfully submits 
that the Commission should find Applicant to be primarily 
engaged in a business or businesses other than that of in- 
vesting, reinvesting, owning, holding, or trading in securi- 
ties and that Applicant is not an investment company. 

















The Junior Preferred Stock of Health-Med presently owned 
by Applicant is convertible into Common Stock at the op- 
tion of'the holder at any time after December 31, 1980 
(or earlier in the event of the insolvency of Briarcliff) at 
such a ratio that (assuming there is no other change in the 
outstanding voting securities of Health-Med or any sub- 
stantial increase in the book value of Health-Med) the 
holder will own a maximum of 760,000 shares of Common 
Stock of Health-Med, which will represent 95% of Health- 
Med’s voting securities. Pursuant to sinking fund provi- 
sions, Health-Med is required to redeem annually, com- 
mencing in 1988, $4,000,000 worth of Junior Preferred 
Stock. Approval of the Junior Preferred shareholders is 
necessary to effect certain basic changes in Health-Med, 
including any sale of substantially all its assets or a merger. 


Three of the four members of the board of directors of 
Applicant are also directors of Health-Med and constitute 
a majority of its initial four-man board. One of Health- 
Med’‘s directors is a director of Briarcliff. The President 
and Vice President of Health-Med are also officers of Ap- 
plicant, and all other officers of Health-Med are also either 
officers of Applicant or of Applicant's formerly majority- 
owned subsidiaries. None of Health-Med’s officers are 
officers of Briarcliff. All the incumbent directors of Health- 

Med were named as the initial directors of Health-Med in 

its certificate of incorporation. The board of directors of 
Health-Med is divided into classes, and the only director- 
ship of the four to be voted upon by the shareholders of 
Health-Med prior to 1975 is the one presently held by a 
director of Briarcliff. Of the other three directorships of 
Health-Med, all of which are held by persons who are also 
Eckmar directors, one is required to be filled in 1975 and 
two in 1976. Thus, absent some unusual circumstance, 
under the certificate of incorporation and by-laws of 
Health-Med it would not be until at least 1976 that Briar- 
cliff as a shareholder of Health-Med would even have the 
opportunity of voting into office a majority of Health- 
Med directors. Moreover, the application asserts that it 

is highly uncertain that Briarcliff could achieve control of 
Health-Med even in 1976, assuming it desired to do so, 
since shareholders whose shares constitute a majority of } 
each class of the capital stock of Health-Med are required 

for a quorum at any meeting of shareholders of Health- 

Med. At any meeting of Health-Med’s shareholders at 

which directors are to be elected, Eckmar could absent 

itself and, as the holder of all of Health-Med’s Junior 
Preferred Stock, prevent a quorum from being achieved. 

In that event, pursuant to Health-Med’s certificate of in- 
corporation and by-laws, the incumbent directors would 
remain in office. Applicant's auditors have advised it that 

the operations of Health-Med and the subsidiaries of 
Health-Med may continue to be included, for financial } 
reporting purposes, in the operations of Applicant, although 
Health-Med and its subsidiaries will file consolidated fed- 
eral income tax returns with Briarcliff. Applicant asserts, 
on the basis of the foregoing facts, that it “controls” 
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Health-Med as that term is defined in Section 2(a)(9) of 
the Act. 


Applicant asserts that for the six months ended June 30, 
1973, consolidated net revenues of Applicant were $21,- 
485,000, of which $21,266,000 or 99% consisted of 
revenues from Health-Chem and Medallion Leisure. 


Applicant claims that it has continually held itself out as 
an operating company and does not engage in securities 
trading. Applicant's officers, with one exception, are all 
full-time employees who devote their working hours for 
Applicant exclusively to the direct management of the 
operations of Applicant and the companies over which 
Applicant exercises practical control. 


NOTICE IS FURTHER GIVEN that any interested person 
may not later than August 26, 1974 at 5:30 p.m. submit to 
the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of facts 
or law proposed to be controverted, or he may request that 


he be notified if the Commission shall order a hearing there- 


on. Any such communication should be addressed: Secre- 
tary, Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served per- 
sonally or by mail (air mail, if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of such 
service (by affidavit or, in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. At any time after said date, as provided by Rule 
0-5 of the Rules and Regulations promulgated under the 
Act, an order disposing of the application herein will be 
issued as of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing 
or advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including 
the date of the hearing (if ordered) and any postponement 
thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8445/August 1, 1974 


In the Matter of 


THE INDEX FUND OF AMERICA, INC. 
550 Laurel Street 

P.O. Box 7583 

San Francisco, California 94120 
(812-3624) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 





SECTION 6(c) OF THE ACT FOR AN ORDER OF 
EXEMPTION FROM THE PROVISIONS OF SECTION 
22(c) OF THE ACT AND RULE 22c-1 THEREUNDER 


NOTICE IS HEREBY GIVEN that The Index Fund of 
America, Inc. (‘Applicant’), an open-end, diversified 
management investment company registered under the 
Investment Company Act of 1940 (“Act”’), has filed an 
application, pursuant to Section 6(c) of the Act, for an 
order exempting Applicant, American Express Investment 
Management Company (“AEIMCO”) and Blyth Eastman 
Dillon & Co. Incorporated, Applicant's principal under- 
writers, any and all dealers in Applicant’s redeemable 
securities, and any other person or persons who may, in 
the future, be authorized to consummate transactions 

in such securities, from Section 22(c) of the Act and Rule 
22c-1 thereunder to allow Applicant’s redeemable securi- 
ties to be sold, redeemed or repurchased at a price based 
on the current net asset value of such securities as de- 
termined at the opening of trading on the New York 
Stock Exchange (“NYSE”) on the business day next 
following the day on which such an order for sale, redemp- 
tion or repurchase of Applicant's securities has been re- 
ceived. All interested persons are referred to the applica- 
tion on file with the Commission for a statement of the 
representations contained therein, which are summarized 
below. 


Applicant states that its investment objective is to seek 
long-term capital appreciation and income through invest- 
ment in a portfolio of common stocks closely approxi- 
mating the composition of the Standard and Poor’s 500 
Composite Stock Price Index (““Index’’). The intended 
investment adviser of Applicant, American Express Asset 
Management Company (“AESETCO”), will not evaluate 
the individual stocks listed in the Index but will cause 
Applicant to purchase all the stocks listed in the Index in 
approximately the same proportions in which they are 
represented in the Index. Portfolio transactions will only 
be executed to conform the portfolio to the composition 
of the Index, to reinvest dividends, and to provide for 

the redemption or repurchase of shares of Applicant. Once 
the portfolio has been assembled, Applicant believes that 
changes in the net asset value per share of Applicant, ex- 
clusive of dividends not yet distributed to shareholders, 
will closely parallel changes in the Index. Applicant alleges 
that any expenses it incurs will be paid out of dividends 
received on the portfolio. 


Applicant states that the computation of its net asset 
value will be made not less frequently than once daily and 
as of the time of the opening of trading of the NYSE on 
the next business day following receipt of a tender or 
order for sale, redemption or repurchase of Applicant's 
securities. In determining Applicant's net asset value per 
share, stocks will be valued at the opening sales price on 
the NYSE or, if there are no sales, at the bid price of such 
security on the NYSE or, if current prices are not avail- 
able, at fair value as determined in good daith by the 
board of directors of Applicant. Cash and receivables will 
be added and liabilities deducted to arrive at the net asset 
value. This figure will be divided by the number of shares 
outstanding to give the net asset value per share. 
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Section 22(c) of the Act and Rule 22c-1 thereunder, taken 
together, provide, in pertinent part, that a registered invest- 
ment company may not issue any redeemable security ex- 
cept at a price based on the current net asset value of such 
security next determined following receipt of an order to 
purchase the security and no later than the close of trading 
on the NYSE next following receipt of the order. Appli- 
cant represents that the purposes of Rule 22c-1 under the 
Act are to (a) eliminate or reduce, so far as is reasonably 
practical, any dilution of the value of outstanding redeem- 
able securities of registered investment companies through 
(1) the sale of such securities at a price below their net 
asset value or (2) the redemption or repurchase of such 
securities at a price above their net asset value and (b) 
discourage speculative trading practices. 


Applicant states that its investment policy of seeking to 
maintain its portfolio composition in conformance with that 
of the Index, subject to certain minor deviations there- 
from, is best accomplished by the utilization of a current 
net asset value based, not on forward pricing as of the 
close of trading on the NYSE on the business day of a 
receipt of a tender of Applicant's securities for redemp- 
tion or of an order to purchase or sell such security, but 
rather on forward pricing as of the opening of such trad- 
ing on the following business day. Applicant states that its 
desire to minimize the deviation of its portfolio composition 
from that of the Index requires that it adjust its portfolio 
proportionately as funds are added from sales of Appli- 
cant’s securities or as funds are withdrawn through re- 
demptions or repurchases. Applicant states that this is 
done most efficiently by (i) accepting all purchase, re- 
demption and repurchase orders received up to 4:45 p.m. 
San Francisco time on any business day, (ii) having 
AESETCO run an overnight computer analysis to deter- 
mine the portfolio trades, if any, required by such orders, 
and (iii) placing portfolio buy and sell orders for execu- 
tion at the opening of trading on the New York Stock Ex- 
change on the following day. Portfolio trading at other 
times would tend to increase deviations from the Index 
because (i) there is no assurance that orders could be met 
at the close of trading, and (ii) orders placed at times other 
than the opening of trading would necessitate the utiliza- 
tion of a cut-off time during the business day after which 
no orders for redemption, repurchase or sale of Applicant's 
securities would be aggregated in determining how much 
money to invest in the portfolio, and what stocks and 
what quantities of such stocks to purchase. 


Applicant further states that if the current net asset value 
of its securities was to be given as of the close of trading 
on the NYSE, and the stocks comprising the Index port- 
folio opened at an aggregate higher level on the next 
trading day, the equity of Applicant's then-existing share- 
holders would be diluted by the act of purchasing port- 
folio securities at such higher levels while having previous- 
ly sold Applicant’s securities calculated at the preceding 
business day’s lower closing prices. Applicant believes 

that under its proposed method of forward pricing the 
possibly unfair ramifications to Applicant’s shareholders 
of delayed openings of certain issues, or the market re- 
action to announcements made since the preceding busi- 
ness day’s close of trading, would be substantially avoided. 
Speculation in Applicant's shares would be discouraged 
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and Applicant's then-current shareholders’ equity would 
not be diluted, thus satisfying the intended purpose of 
Rule 22c-1. 


Applicant alleges that the requested exemption from the 
provisions of Section 22(c) of the Act and Rule 22c-1 
thereunder is reasonable and fair and that the granting 

of the exemption requested is necessary or appropriate 

in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the policy 
and provisions of the Act. 


Section 6(c) of the Act authorizes the Commission to ex- 
empt any person, security, or transaction, or any class or 
classes of persons, securities, or transactions, from any 
provision or provisions of the Act or of any rule or regu- 
lation thereunder if and to the extent that such exemp- 
tion is necessary or appropriate in the public interest and 
consistent with the protection of investors and the pur- 
poses fairly intended by the policies and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than August 26, 1974, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing 
on the matter accompanied by a statement as to the 
nature of his interest, the reasons for such request, and 
the issues of fact or law proposed to be controverted, 

or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request shall be served personally or by mail (air mail if 
the person being served is located more than 500 miles 
from the point of mailing) upon Applicant at the address 
stated above. Proof of such service (by affidavit, or in 
case of an attorney-at-law, by certificate) shall be filed 
contemporaneously with the request. As provided by 
Rule 0-5 of the Rules and Regulations promulgated under 
the Act, an order disposing of the application will be 
issued as of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing 
or advice as to whether a hearing is ordered, will re- 

ceive notice of further developments in this matter, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT ADVISERS ACT 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 423/August 1, 1974 


See Securities Exchange Act Release No. 10938/August 1, 
1974. 
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Litigation Release No. 6452/July 29, 1974 


SEC v. PENN CENTRAL CO., et al. 


The Securities and Exchange Commission announced that 
on July 26, 1974, Chief Judge Joseph S. Lord, III, of the 
United States District Court for the Eastern District of 
Pennsylvania signed a Final Judgment of Permanent 
Injunction against Stuart T. Saunders, a defendant in SEC 
v. Penn Central Co., et al. Saunders consented to the in- 
junction without admitting or denying the allegations con- 
tained in the Commission’s Complaint. The Judgment 
enjoins Saunders from further violations of the antifraud 
provisions (Section 17(a) of the Securities Act of 1933 
and Section 10(b) of the Securities Exchange Act of 

1934 and Rule 10b-5 thereunder) and periodic reporting 
provisions (Section 13 of the Securities Exchange Act 

of 1934) of the Federal securities laws. 


The Commission’s Complaint, filed in the United States 
District Court for the Eastern District of Pennsylvania on 
May 2, 1974 alleged that Penn Central Co., Penn Central 
Transportation Co. and certain related companies together 
with certain of the officers and directors of those com- 
panies and other individuals violated the antifraud and 
periodic filing provisions of the Federal securities laws in 
connection with events relating to the financial collapse 
of the Penn Central railroad in June, 1970. Saunders was 
the chairman of the board and chief executive officer of 
the Penn Central Co. and the Penn Central Transportation 
Co. prior to June, 1970. 


For further information, see Litigation Release No. 
6349. 





Litigation Release No. 6453/July 29, 1974 


SEC v. UNDERWRITERS INVESTMENT COMPANY, 
et al. 


(N.D. Texas) 


Robert F. Watson, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission 
today announced that on July 15, 1974, Federal District 
Court Judge William M. Taylor, Jr., at Dallas, Texas, 
entered an order permanently enjoining N. Murray Mod- 
lin of Conway, Arkansas, from further violations of the 
registration provisions of the federal securities laws in 

the offer and sale of common and preferred stock of 
Underwriters Investment Company and Drexel Industries, 
Inc. 


Modlin consented to the entry of the permanent injunc- 
tion without admitting or denying the allegations in the 
Commission’s Complaint filed June 2, 1970. 


For further information see Litigation Release Nos. 4560, 
4626, 4753 and 4802 and Securities Exchange Act of 
1934 Release No. 8842. 





Litigation Release No. 6454/July 29, 1974 


SEC v. LLORENS ASSOCIATES, INC. et al. 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, announced today that on July 17, 1974, 
following an evidentiary hearing on June 25 and July 1, 
1974, United States District Court Judge Lawrence W. 
Pierce entered a Final Judgment of Permanent Injunction 
against Llorens Associates, Inc., a broker-dealer located 
at 17 John Street, New York, New York and Hector 
John Llorens, I11, of Queens, New York, its president. 
Judge Pierce enjoined these defendants from further 
violating, and aiding and abetting violations of, the Com- 
mission’s Customer Segregation, Bookkeeping, Financial 
Reporting and Supplemental Reporting Requirements 
under Sections 15(c) and 17(a) of the Securities Exchange 
Act of 1934, and Rules 15c3-3, 17a-3, 17a-4, 17a-5 and 
17a-11 thereunder. 


SEC DOCKET/679 






On July 1, 1974 Judge Pierce granted an application filed 
by the Securities Investor Protection Corporation (““SIPC”’) 
alleging that Llorens Associates, Inc. has failed to meet 

its obligations to its customers and that such customers 

are in need of protection under the Securities Investor 
Protection Act of 1970, and requesting the appointment 
of a SIPC Trustee for Llorens Associates, Inc. On July 1, 
1974 Judge Pierce appointed Lloyd Frank, Esq. of the 

law firm of Wolf Haldenstein Adler Freeman Herz and 
Frank, 270 Madison Avenue, New York, New York 10016, 
as SIPC Trustee for Llorens Associates, Inc. 


For further information see Litigation Release Number 
6411/June 26, 1974. 





Litigation Release No. 6455/July 29, 1974 


SEC v. ROYAL AIRLINE, INC., et al. 


(S.D. Calif Civil Action No. 74-202N) 


Robert H. Davenport, Administrator of the Denver Re- 
gional Office of the Securities and Exchange Commission 
announced that on July 22, 1974 the Honorable Leland 
C. Neilsen, Judge of the United States District Court in 
San Diego entered a default judgment permanently en- 
joining defendant Michael F. Steed of Chula Vista, 
California from violating the registration and antifraud 
provisions of the Securities Act of 1933 and the Securi- 
ties Exchange Act of 1934 in the offer and sale of the 
common stock of Royal Airline, Inc. or the securities 
of any other issuer. 


For further information see Litigation Releases 6361 and 
6443. 





Litigation Release No. 6456/July 29, 1974 


SEC v. FALCON FUND, INC. 
S.D.N.Y., 74 Civ. 2755 


William D. Moran, Regional Administrator of the New 
York Regional Office, announced that on July 25, 1974 
the Honorable Lee P. Gagliardi, United States District 
Judge for the Southern District of New York, entered a 
Final Judgment of Permanent Injunction enjoining 

Falcon Fund, Inc., a registered investment company, from 
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violating the redemption, books and records and report- 
ing requirement of the Investment Company Act of 
1940. 


In addition, Judge Gagliardi appointed a receiver and 
trustee of the books, records, properties, monies and 
assets of Falcon Fund, Inc. and directed that Falcon Fund, 
Inc., its officers, directors and others comply with all 
reasonable requests made by the receiver and trustee for 
cooperation and assistance in the duties imposed upon 
him by the Court. 


Falcon Fund, Inc. consentea to the Final Judgment of 
Permanent Injunction and appointment of a receiver and 
trustee without admitting or denying the allegations con- 
tained in the Commission’s Complaint. 





Litigation Release No. 6457/July 31, 1974 


SEC v. JAMES DIZON AND PETER POLLAND 
(C.D. Cal.) 


Gerald E. Boltz, Administrator of the Los Angeles Region- 
al Office of the Securities and Exchange Commission, an- 
nounced that a complaint has been filed on July 23, 1974, 
in the United States District Court at Los Angeles, Cali- 
fornia, seeking to enjoin James Dizon and Peter Polland 
both of Los Angeles from violating the registration and 
anti-fraud provisions of federal securities laws in connec- 
tion with the offer and sale of Sacom common stock. 


On July 25, 1974 the Honorable Warren J. Ferguson, 
United States District Judge in Los Angeles, entered an 
order permanently enjoining Messrs. Dizon and Polland 
from future violations of Sections 5(a), 5(c) and 17(a) of 
the Securities Act of 1933 and Section 10(b) of the Se- 
curities Act of 1934 and Rule 10b-5 thereunder. 


Messrs. Dizon and Polland consented to the entry of final 
judgment of permanent injunction without admitting or 
denying the allegations of the Commission’s complaint. 





Litigation Release No. 6458/August 1, 1974 


SEC v. CLENDENIN CORPORATION, THOMAS F. 

































CLENDENIN 


U.S.D.C., Md., Civil Action No. K74-794 


William R. Schief, Administrator of the Commission’s Wash- 


ington Regional Office, announced that on July 29, 1974, 
acomplaint was filed in the United States District Court 
for the District of Maryland seeking to enjoin Clendenin 
Corporation and Thomas F. Clendenin, its president, both 
of Silver Spring, Maryland, from violations of the anti- 
fraud provisions of the Securities Act of 1933, the Securi- 
ties Exchange Act of 1934 and the Investment Advisers 
Act of 1940 (Advisers Act). 


The Commission alleged in its complaint that the defend- 
ants violated the anti-fraud provisions of the federal secur- 
ities laws in connection with the management of advisory 
accounts and the offer and sale of the securities of Clen- 
denin Corporation and of other issuers. Among other 

things, Clendenin Corporation and Thomas F. Clendenin 
are charged with (1) making unauthorized liquidations, 
withdrawals, and use of clients’ funds and securities; (2) 
exercising unauthorized dominion and control of clients’ 
funds and securities; (3) failing to follow the instructions 
and directions of clients with respect to funds and securi- 
ties; (4) converting clients’ funds and securities to their 

own benefit and use; and (5) making misleading and untrue 
statements of material facts to clients, including statements 
relating to the merit, worth and safety of investments 
recommended to clients by them. 


@. addition, Clendenin Corporation and Thomas F. Clen- 


denin are charged with violation of the false filing pro- 
visions of Section 207 of the Advisers Act and the regis- 
tration provisions of Section 203 of the Advisers Act. 
They are alleged to have willfully made untrue statements 
of material fact and willfully omitted to state required 
material facts in an application for registration as an 
investment adviser, in amendments to such registration, 
and in a Notice of Withdrawal from Registration as an In- 
vestment Adviser concerning, among other matters (1) the 
financing of the business of Clendenin Corporation; (2) 
custody, control, and possession of the funds and securi- 
ties of investment advisory clients; (3) the purchase of se- 
curities and the sale of securities to investment advisory 
clients; (4) the number of investment advisory clients; and 
(5) the amount of money owed to investment advisory 
Clients. 





Litigation Release No. 6459/August 1, 1974 


SEC v. HERITAGE TRUST COMPANY, et al. 
(D. AZ) 


i Gerald E. Boltz, Administrator of the Los Angeles Regional 





Office, announced today that on July 29, 1974, the Com- 
mission filed a Complaint in the United States District 
Court at Phoenix, Arizona, seeking to enjoin Heritage 
Trust Company (Heritage), John R. Bromley (Bromley), 
and H. D. Wilbanks, Jr. (Wilbanks), all of Phoenix, from 
further violations of the registration and anti-fraud provi- 
sions of the Securities Act of 1933 and the anti-fraud 
provisions of the Securities Exchange Act of 1934. The 
Complaint also seeks relief in the form of written notifi- 
cation to investors, the appointment of an equity receiver 
and the rendering of an independent accounting. 


The Complaint alleges that since 1972 Heritage, Bromley, 
and Wilbanks have offered and sold unregistered securi- 
ties in the form of beneficial interests in ‘‘revocable inter 
vivos trusts” and in so doing have derauded the public 

by engaging in a scheme which has, among other things, 
consisted of misrepresentations and omissions of material 
facts regarding the above investments. 





Ligitation Release No. 6460/August 1, 1974 


U.S. v. CHESS WILBURN BARR, III, et al. 
(CD. CA) 


William D. Keller, United States Attorney for the Central 
District of California, and Gerald E. Boltz, Administrator 
of the Los Angeles Regional Office of the Securities and 
Exchange Commission, announced that on July 30, 1974, 
a Federal Grand Jury sitting in Los Angeles, California, 
indicted three individuals on conspiracy and fraud charges 
in connection with the operation of a now defunct cor- 
poration named Barr Financial, Ltd. 


Charged in the twenty-five count indictment is the former 
president of Barr Financial, CHESS WILBURN BARR, 
ill. BARR, age 35, formerly resided at 141 South Carol- 
wood Drive in Bel Air, California, and most recently 

had been living at Sunshine Canyon, Boulder, Colorado. 
However, since Barr's failure to appear at criminal pro- 
ceedings in Boulder on April 18, 1974, his whereabouts 
have been unknown. 


Also charged in the indictment is the former vice-president 
of Barr Financial, LOUIS C. SCHIESS, age 38, presently 
residing at 3641 South Atlantic Bivd., Daytona Beach 
Shores, Florida. He is also a former resident of Boulder, 
Colorado. 


The third defendant named in the indictment, DWYN 
LOUIS HENDRICKSON, was not an officer of Barr Finan- 
cial, but was allegedly doing business as a related company 
called Hanson Investments. HENDRICKSON, age 37, re- 
sides at 1901 South Purdue Street, Los Angeles, California, 


and is also known as Duane Lee Hanson and David Lee Henry. 
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The indictment itself encompasses a period of time begin- 
ning in January of 1969 and ending in about January of 
1972. It charges the defendants with a conspiracy to violate 
federal criminal statutes pertaining to securities fraud, mail 
fraud, and wire fraud. In addition, the defendants are 
charged with ten counts of fraud in the distribution of se- 
curities, ten counts of the unlawful distribution of unregis- 
tered securities, and four counts of mail fraud. 


The indictment charges the defendants with acquiring two 
shell corporations with little or no assets, Bakersfield Haci- 
enda, Inc., and Seagull Enterprises, Inc., from which they 
formed Barr Financial. Barr Financial, which had corporate 
offices at 8560 Sunset Boulevard, in Los Angeles, was pur- 
portedly in the business of marina development and operations. 


It is alleged in the indictment that in order to fraudulently 
and fictitiously inflate the worth of Barr Financial stock, 
the defendants issued a series of press releases to falsely re- 
present the assets of the corporation and the assets of other 
companies, acquired by Barr Financial. This was done, ac- 
cording to the indictment, for the purpose of stimulating 
investor interest in Barr Financial stock. 


The indictment further charges that the defendants conceal- 
ed their own personal interest in the sale of the unregistered 
Barr Financial stock, by using assumed names or having the 
stock placed in the names of nominees who acted on their 
behalf. It is stated that through these devices, the defend- 
ants allegedly caused over half a million shares of Barr Fi- 
nancial stock to be sold to the public for in excess of $1 
million. The indictment charges that the majority of this 
money was funneled back to Barr Financial through a bank 
account in the name of Hanson Investments. 
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SEC v. BACHINSKAS-NATION INVESTMENTS, INC., 
et al. 


(N.D. Tex.) 


Robert F. Watson, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Commission 
today announced that Federal District Judge Robert M. 
Hill at Dallas, Texas, on July 25, 1974, signed orders of 
permanent injunction by consent against Bachinskas-Nation 
Investments, Inc., American Properties, Inc., Dallas Buyer 
Property Investments, Inc., Edward H. Bachinskas, all of 
Dallas, Texas, William R. Latham, Denton, Texas, and 

Billy Ray McNabb, Fort Worth, Texas. 


Judge Hill also signed an order of preliminary injunction 
by consent against James R. Daffron, Dallas. 


In addition, Judge Hill entered an order appointing attor- 
ney Khent Rowton, 2001 Bryan Tower, Dallas, Texas, as 
receiver for Bachinskas-Nation Investments, Inc., Ameri- 
can Properties, Inc., and Dallas Buyer Property Investments, 
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Inc. The Companies consented to the appointment of the 
receiver. 






In each instance the individuals consented to the entry of 
the injunctive orders without admitting or denying the 








allegations in the Commission’s complaint filed July 10, Kt 
1974. Bachinskas-Nation Investments, Inc., American Sc 
Properties, Inc., Dallas Buyer Property Investments, Inc., In 
Bachinskas, Daffron, Latham and McNabb were charged in # 
the complaint with violations of the securities registration p 
and antifraud provisions of the federal securities laws in ¢ 
connection with the offer and sale of the limited partner- = 
ships and joint venture interests in undeveloped real 9 
estate syndications. In addition, American Properties, Inc., to 
was alleged to have operated as an unregistered broker- = 
dealer in the offer and sale of these securities. - 
For further information, see Litigation Release No. 6433. T 

di 

W 
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Litigation Release No. 6462/August 1, 1974 c 
SEC v. TIMOTHY J. PETERSEN et al. F 


(Dist. of Minnesota, Fourth Div. Civil No. 4-74-266) 


John |. Mayer, Administrator of the Chicago Regional Of- 
fice of the Securities and Exchange Commission, announ- 
ced that on July 26, 1974, the Honorable Gunnar H. Nord- 
bye, United States District Judge for the District of Minne- 
sota, Fourth Division, entered a final judgment of perma- 
nent injunction against Edward P. Roitenberg of Minne- 
tonka, Minnesota, enjoining him from violations of the 
registration provisions of the Securities Act of 1933, in 
the offer and sale of the common stock of A.1.D. Inc., or 
any other security issued by A.1.D. Inc., or any other issuer. 
A.1.D. Inc. is a Colorado corporation and is not to be con- 
fused with any other corporation with a similar name. 





¢ 


The Defendants consented to the above judgment and 
order without admitting or denying the allegations of 
the Commission’s complaint. 


For further information see Litigation Release No. 6387. 
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SEC v. IMPEX INTERNATIONAL, INC. et al. 
(N.D. ILL. EASTERN DIVISION, 74C-1545) 








John |. Mayer, Administrator of the Chicago Regional Of- | 
fice of the Securities and Exchange Commission, announ- F 










ced that on July 25, 1974, the Honorable James B. Parsons, 





United States District Judge for the Northern District of 
illinois, Eastern Division, entered a final judgment of 
permanent injunction against Geraldine Deguisne of Hoff- 

if man Estates, Illinois and a preliminary injunction against 
Impex International, Inc. of Oak Brook, Illinois, Jyoti 
Khokhani of Lombard, Illinois, and Don W. Rodgers of 
South Bend, Indiana, enjoining Deguisne permanently and 
Impex International, Inc., Khokhani and Rodgers prelimin- 
arily from violations of the registration and antifraud pro- 
visions of the Federal securities laws in the offer and sale 

of securities which in form purport to be options on com- 
modities futures but which in substance consist of obli- 
gations by Impex International, Inc. to pay a sum of money 
tosome, but not all, investors in excess of the sum invested 
with Impex International, Inc. by those investors upon 
certain contingencies, or any other security issued by Impex 
International, Inc., or any other issuer. 






















The court further enjoined Rodgers and Khokhani from 
disposing of said sum of $100,000 or any portion thereof, 
which may be in their control. 


The Defendants consented to the above judgments and 
orders without admitting or denying the allegations of the 
Commission’s complaint. 


For further information see Litigation Release No. 6396. 
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